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AMENDMENT TO FEDERAL POWER ACT 


(Reimbursement by Federal Power Projects for 
Headwater Benefits) 


THURSDAY, MAY 27, 1954 


Unirep Srates SENATE, 
SvuscomMMITTEE No. 6 on Bustness AND CONSUMER INTERESTS 
OF THE COMMITTEE ON INTERSTATE AND ForerIGN COMMERCE, 
Washington, D.C. 


The subcommittee met at 2:02 p. m., pursuant to call, in room 
G-16, in the Capitol, Senator William A. Purtell (chairman of the 
subcommittee) presiding. 

Present: Senators Purtell and Monroney. 

Also present: Robert D. L’Heureux, counsel; Edward Jarrett, 
assistant chief clerk. 

Senator Purretx. The hearing will come to order. 

Without objection, a copy of S. 3434 will be inserted in the record 
at this point. 

(S. 3454 is as follows:) 


[S. 3484, 83d Cong., 2d sess.] 


A BILL To amend Section 10 (f) of the Federal Power Act to provide that charges shall 
be paid by Federal power projects which are benefited by steam improvements constructed 
by other parties, the payment to be determined in the same manner as for charges to be 
paid by non-Federal interests, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 10 (f) of the Federal Power 
Act (16 U. 8S. C. 803 (f)) is hereby repealed. 

Sec. 2. The Féderal Power Act (16 U. S. C. 791a-S25r) is amended by adding 
the following as a new section: 

“Sec. 31. (a) Whenever any hydroelectric power project owned by non-Federal 
interests is or will be benefited by the construction, operation, or maintenance 
of any reservoir or other water-use facility, the Commission, after notice to the 
owner or owners of any project so benefited, and after opportunity for hearing, 
shall determine and fix a reasonable and equitable annual charge to be paid 
to the owner of such facility furnishing such benefits, including the United 
States if it be the owner of the facility providing the benefit. The annual charges 
hereunder shall be such part of the fixed costs of the facility furnishing the 
benefit plus such part of the annual operating and maintenance costs of such 
facility, including land rentals and similar charges, as the Commission may 
deem equitable: Provided, That such annual charges shail not exceed the value 
of the benefits realized or received. 

“(b) Whenever any hydroelectric power project owned by the United States 
is or will be benefited by the construction, operation, or maintenance of any 
reservoir or other water-use facility, the Commission, after notice to the Federal 
agency operating the project so benefited and the Federal agency or owner of the 
facility furnishing the benefit, and after opportunity for hearing, shall determine 
and fix a reasonable and equitable annual charge to be paid to the owner of such 
facility furnishing such benefits, such charge to be determined as provided in the 
preceding paragraph: Provided, That payments shall be required for benefits 
furnished by one Federal facility to another only if the cost of operating one of 
said facilities is payable from a revolving fund, and the cost of operating the 
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other is payable from some other fund or direct appropriation: Provided further, 
That where no payment is required, the charges determined shall nevertheless be 
considered as an expense of the facility receiving the benefit and as accrued reve- 
nue of the other facility, with an appropriate equal adjustment in the repayable 
Government capital invested in each such facility. 

“(c) Annual charges assessed hereunder may be readjusted by the Commission 
at periods of not less than five years after notice and opportunity for hearing or 
readjusted at any time by the Commission as changed conditions may warrant 
after notice and opportunity for hearing. 

(d) All charges collected for the benefits provided by any facility owned by the 
United States shall constitute revenues of the facility providing the benefit and 
such revenues shall be disposed of in accordance with any provisions of law 
applicable thereto. 

“(e) All parties affected by any determination hereunder (except any agency 
of the United States in each instance where the cost of operating the facility 
involved is financed by direct appropriations) shall bear a reasonable share of 
the cost to the Commission of making the determination, and all such parties 
Shall pay their share of such cost, as fixed by the Commission, into the Treasury 
of the United States for credit to miscellaneous receipts : Provided, That for those 
Federal facilities where payment into the Treasury is not required by this para- 
graph, the reasonable share of the cost as fixed by the Commission shall never- 
theless be considered as an expense of the facility involved. 

“(f) Appropriations or other funds available for operation of the facility con- 
cerned shall be available to pay the annual or other charges that may be assessed 
against the United States pursuant to the provisions of this section.” 

Senator Purrety. This bill was introduced by the chairman of the 
committee at the request of the Federal Power Commission. It is 
designed to carry out a recommendation of President 7 isenhower. In 
his budget message for the fiscal year ending June 30, 1955, the Presi- 
dent stated: 

Under the Federal Power Act, licensees of hydroelectric projects which benefit 
from headwater impoundments of other projects, either public or private, must 
make annual payments to the upstream developer in accordance with benefits 
received. The Federal Government is not required to make similar payments 
when Federal projects derive such benefits. In simple equity, this should be 
done. I recommend enactment of legislation which would require such Federal 
payments. 

And that is the end of the quotation from the budget message of the 
President of the United States, fiscal year ending June 30, 1955, page 
M-83. 

The subcommittee will attempt to determine whether it is fair and 
equitable to require Federal projects to share in the same manner as 
non-Federal plants in the payment of headwater benefits. 

The bill purports also to equalize consumer costs between consumers 
who are receiving local and private power, who must pay under present 
law, as against those receiving Federal power, who presently escape 
these costs. The subcommittee’s task is to determine whether those 
receiving power from a Federal project should also pay for headwater 
benefits. 

We shall first hear from Senator Gore. 

We are happy to have you with us, Senator. 


STATEMENT OF HON. ALBERT GORE, A UNITED STATES SENATOR 
FROM THE STATE OF TENNESSEE 


Senator Gore. Thank you, Mr. Chairman. 

I am pleased to appear before your honorable committee, Mr. Chair- 
man, and I > ian very much the opportunity of presenting my 
views with reference to Senate bill 3434. 
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[ am seriously concerned about the effects of the policy enunciated 
by the bill. I am concerned about the bill not only because of its direct 
or immediate effect, but, also, because of its relation to, and because 
it constitutes a part of, a power policy now in the process of being 
developed by the administration which, in my opinion, is contrary to 
public interest. f . 

As I understand the bill, it would, if enacted, require that any fed- 
erally owned hydroelectric power project, either now in existence or 
to be later constructed, be required to pay to the owners of any reser- 
voir or water-use facility now in existence or hereafter constructed 
upstream therefrom an annual charge which would help to defray the 
cost of construction and the cost of operation of the upstream 
facility. I realize that, under existing law, privately owned hydro- 
electric power projects may be required to pay an annual charge for 
benefits accruing to such project as a result of upstream reservoir 
construction. 

Proponents of S. 3434, as we have just heard the statement read 
by the distinguished chairman, seek to justify the bill on the basis 
of what they are pleased to call equity. They would say that, since 
a private power project must pay for benefits accruing from upstream 
development, a similar duty and responsibility should be imposed 
upon federally owned projects. 

While the arguments presented in favor of this bill appear plausible 
on the surface, such arguments ignore the fundamental distinctions 
between the two types of operation involved. 

The fact most often overlooked, and glaringly overlooked in this 
case, is that the water resources of our navigable streams belong to 
the people. The Supreme Court has repeatedly held that the right 
to develop such resources for the purpose of generation of hydro- 
electric power, in conjunction with other purposes, is a right which 
belongs to the people. No serious contention to the contrary has ever 
been successfully asserted. 

When the people, operating through their Government, erect a 
hydroelectric generating plant they are doing nothing more or less 
than utilizing their own resources for their own benefit. 

On the other hand, a private concern may acquire the right to 
utilize the resources of our navigable streams for private gain only 
by license or permission granted by the Government representing all 
the people who own such resources. 

When such a license is granted, certain rights to and control over 
resources belonging to the people are, in effect, granted to private 
firms or individuals. It should certainly follow that, in the granting 
of such a license, the Government, in behalf of the people, should 
impose such conditions as may be appropriate to protect the public 
interest. 

Now let us examine for a moment the effect of the proposal em- 
bodied in S. 3434. Let us assume that, on river X, there exists a 
federally owned hydroelectric plant. Corporation A, a private con- 
cern, applies for and receives a license to construct a dam and generat- 
ing facilities at some point upstream from the federally owned facil- 
ity. Under existing procedures authorizing accelerated amortization 
of construction costs for tax purposes, a portion of the cost of con- 
struction of the privately owned plant is paid by the taxpayers in- 
directly in the form of a tax subsidy. Efforts are now being made to 
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have incorporated in the pending tax revision legislation a provision 
which would make permanent the authority for accelerated amortiza- 
tion by utilities. 

If S. 3434 is enacted, the taxpayers may be called upon to provide 
a further subsidy in the form of annual payments which will help 
to defray not only the cost of construction but also the cost of opera- 
tion. This will be true despite the fact that corporation A, far from 
having its rights prejudiced, has been granted the right and privilege 
of developing public resources belonging to all the people and to retain 
the profits resulting from their operation for their own profit. 

It is important to note that under the terms of the bill the duty to 
make such annual payments would be imposed not only on Federal 
projects to be constructed in the future but on those already in exist- 
ence as well. The determination of the economic justification of exist- 
ing projects was made without reference to any such additional 
burden. 

Amortization schedules have been established to provide for repay- 
ment to the Treasury of the cost of power elements of existing projects, 
based on cost allocations which did not take into account the possibility 
that the Government might have to pay through adoption of such an 
unwise policy some private firm for the privilege of utilizing resources 
which are already owned by the people. 

Then, too, as I understand it, the benefits accruing to such private 
firms would be made available not only to upstream facilities to be 
constructed in the future but also to those already in operation. 

As to such existing privately owned plants, this proposal constitutes 
nothing more than a proposal for the payment by the Government of 
windfall profits which were not contemplated either by the private con- 
cern or by the Government at the time the license to erect such a 
facility and utilize the people’s resources was granted. 

After all is said and done, the objective of this proposal is to in- 
crease the cost of generating power at federally owned projects and to 
decrease the cost of generating power at privately owned projects. 
This means, of course, an increase in rates for publicly generated 
power. I am not sure it means any reduction in rates for privately 
generated power. 

Federally owned projects will still be required to amortize their 
construction cost and to make payment into the Treasury therefor out 
of revenues derived for their operations over the period of time al- 
ready established by law. 

Increased rates for publicly generated power continue to be the 
vital objective of private utility interests. Enactment of S. 34384, 
or any other measure embodying the same principle, will inevitably 
force rates up, to the detriment of the people. 

Mr. Cuarrman. I think it is apparent that I am opposed to S. 3484 
on principle, because I do not feel that payments by the Federal Gov- 
ernment to a private concern which has been allowed to develop public 
resources for private benefit is justifiable or in the public interest. 

I turn now to some of the specific provisions of the bill. 

It is implied that the bill would merely impose upon federally owned 
power projects a duty of making payments for annual benefits similar 
to those now required of licensees under existing law. But the bill 
does far more than that. It makes substantial changes in the law. 
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The effect of some of these changes is not easily ascertainable from a 
study of the bill’s provisions. The existing law provides for certain 
payments to be made by licensees or permittees who are “directly bene- 
fited by the construction work of another licensee, or permittee, or 
of the United States.” 

The bill before the committee provides for payments in the event 
of any benefits—the word “directly” is omitted—accruing from con- 
struction, operation, or maintenance of any reservoir or other water- 
use facility. The bill specifically provides that the amount of such 
annual payments shall be determined by taking into consideration 
both the fixed costs and the operating and maintenance costs of the 
upstream fac ility. 

The bill further provides for a redetermination or readjustment of 
the annual charges each 5 years. While the formula for determina- 
tion of the charges is set forth in the most general terms, it appears 
that the amount of the charges would vary from time to time in ac- 
cordance with changes in operation. 

The administrative requirements for making such determinations 
are difficult to estimate. Certainly, a considerable number of per- 
sonnel would have to be added to the Federal Power Commission 
staff in order to administer the proposed law. I hope the subcommit- 
tee will develop that point fully during the hearings. 

Other provisions of the bill would seem to require a payment by 
one federally owned project to another also owned by the Federal 
Government. A determination of the amount of annual charges is 
required, even among the several projects owned and operated by the 
same Federal agency, and even though no actual payments would 
have to be made. 

Substantial expenditures would be required for making such de- 
terminations, together with the additional expense of complicated 
accounting adjustments, all projects being within the same agency 
and owned by the same Government. 

No useful purpose whatsoever would be served. In many instances 
one Federal agency has constructed a series of hydroelectric power 
projects in accordance with an overall development plan for a river 
system. What possible purpose could be served by seeking to compute 
the monctary benefits accruing to each of these projects as a result of 
the existence of the other owned jointly by the same Government ? 

Who is to say which projects, and to what extent each project, 
shall share the benefits accruing from the construction and operation 
of the extreme upriver project? Does the extreme upriver project 
provide benefits for the extreme downriver project even if there may 
be 6 or 8 projects in between ? 

In my opinion, an effort to make such determinations would serve 
no useful purpose and would constitute a waste of the taxpayer’s 
money. 

As I have previously indicated, the proponents of this legislation 
insist that they seek only to have imposed upon federally owned 
projects the same burden which they themselves now have to bear. 

In this connection, I am informed that the existing statute has 
been invoked only upon those occasions when a privately owned proj- 
ect initiated action to compel payment from another privately owned 
project located downstream therefrom. The Federal Government has 
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never collected a cent from a private concern through operation of 
the e er law. 

Mr. Chairman, in examining S. 3434 I have not restricted myself 
to ee at itas an isolated bill. It appears to me to be another piece 
in the developing pattern of administration power policy, a policy 
apparently dedicated to the eradication of further power facility 
development, a policy apparently designed to favor private utilities. 

Already a number of specific proposals are before the Congress. 
Many of these would alter fundamentally a public power policy 
which has worked well over many years. Important among those 
proposals is a bill to amend the Holding C ompany Act, exempting 
certain types of power companies from its provisions, and H. R. 8262, 
the amendment to the Atomic Energy Act which, I am informed, 
opens the use of the public’s great new energy resource to private 
development without any of the safeguards of the Federal power 
policy. 

Also before the Congress are bills which revise previous policy on 
construction and operation of such projects as the Hoover Dam, the 
John Day project, the Priest Rapids project, and the Coosa River 
projects in Alabama and Georgia. 

Mr. Chairman, I believe that the effect of all of these bills together 
would be to alter fundamentally our Federal power policy. 

believe this hearing should be held up and all these proposals 
should be brought together in one comprehensive hearing so that the 
changes may be considered together and so that the people can see 
fully what is being proposed. 

Broader hearings should be held so that the interplay of these 
various proposals, each upon the other, may be considered and so 
that full public understanding of the intent and ultimate effect of 
these proposals may ve promoted. 

I be lie ‘ve it is unwise to attempt to resolve arguments around 8, 3434 
without taking into consideration other proposed changes in the Fed- 
eral power policy. 

To briefly describe this bill, it attempts or undertakes to give to a 
private concern which has been given the privilege of utilizing a nat- 
ural resource which belongs to the people some vested right in all the 
water from that project no matter how far down the stream it may 
£0. 

The chairman in his opening statement said it would be the purpose 
of the committee to determine if such a proposal was fair and equitable. 
I say to you after study that it is neither fair nor equitable. 

Senator Purretn. Thank you very much, Senator. 

Senator Monroney, have you any remarks or comments to make? 

Senator Monronry. I appreciate Senator Gore giving us this out- 
line on his understanding of the bill. It has been my pleasure to serve 
in the House with him for 12 years, and I know of no man in the 
Congress, in either the upper or the lower House, now that is more 
fully aware of the progress and operation of the development of our 
natural resources for the development of power and the successful 
operation of those facilities. 

As I listened to this very able statement it appeared to me that, if 1 
understand the bill correctly, and as Senator Gore says, in effect we 
could give to a private utility company a perpetually free leasehold on 
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a natural resource site for a dam without any cost to them for the 
leasehold on the operation of this river facility; then we who own, the 
public who owns the entire river would have to pay rent to the man 
who had been given the free leasehold upstream because he was allowed 
to squat on that site. 

Isn’t that correct, we would be paying to a nonpaying leaseholder 
a rent for the use of the water downstream for which he had been 
given the free use upstream ? 

Senator Gorr. That is as I understand it. No charge is now made 
for the license to a private power concern to utilize a natural resource 
for the building of a power project. 

Senator Monroney. And that is given in perpetuity, isn’t it; there 
are no renewal rights, or anything? 

Senator Gorr. I think it thus operates. Nevertheless, as you have 

said in different words, this bill may require the people who have given 
the use of the natural resource free to have to pay the other fellow 
who has been thus privileged for the use of the water below the facility. 

As I said in my closing statement, it tends to give a vested interest 
to the upstream priv ately owned facility in the water which may 
trickle and flow down the stream below the facility to which he has 
been given no right unless this bill gives him that right. 

Senator Monroney. In other words, we would not be protecting the 
public interest of the people’s rights in these watersheds if we allowed 
through granting of licenses in perpetuity these people to charge us 
for building a dam below—the water must come down the river and 
there is no place else for it to go as they use it. Therefore, we would 
have to be paying for the dumping of water that they find it absolutely 
necessary to do to make their project work ¢ 

Senator Gore. I believe that is right. The people own the resources 
of the stream. 

Now, as a condition of granting a license to utilize that resource, 
the Government, representing all the people, can, in my opinion, ‘prop- 
erly require two privately owned concerns, if it is deemed wise, to 
compensate each other for compensating benefits ; but just why should 
the people who own all the resource of the stream require itself to pay 
a tribute to the private concern for the privilege of using it, or for 
the privilege of allowing the private concern to use it. 

Senator Monroney. And the private concern has built the facility 
without reference to anything but profit for themselves. I mean they 
are not building it as a service to the Government. They do not give 
the Government anything for that service in the way of irrigation 
water or anything of that kind unless the *y are reimbursed, do “they ¢ 

Senator Gore. That is my understanding. It is even worse in its 
retroactive features. 

Let us take stream A, on which a private concern has been given a 
license to build a hydroelectric facility. It has done so. That facility 
has been built; it has been financed; it is in operation, without regard 
to some possible future payment or subsidy by the Government. 

But here this bill proposes retroactively that the people of the 
country be forced to pay to this concern a subsidy because we gave 
them the privilege some years ago of building a hydroelectric facility 
there. 

Senator Monroney. Would it also run—I have in mind on the 
Grand River in Oklahoma where, under PWA we advanced, I think, 
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some 50 percent of the cost of the dam as a Federal works project. 
We bought the remainder of the bonds by Government institutions, 
and it is now operated as a State power authority. 

Now, this dam which was constructed wholly with Government 
financing, although title rests with the State power authority—and we 
have now completed another Federal dam lower on this same river. 
Would we not under this bill have to turn around and pay this State 
power authority for the use of the water that they have controlled 
upstream, although 50 percent was built with Federal grant and the 
other with complete Federal financing on a long-term-loan basis? 

Senator Gore. I do not believe I am qualified to answer that ques- 
tion. I had not studied the bill with such a situation in mind. 

Offhand, it would appear that a constitutional question might be 
involved in the proposed, if such a proposal is made to tax a State- 
owned power authority. I would not like to—— 

Senator Monroney. No, it is in the reverse. The State authority is 
in the upstream dam and the Federal authority is the downstream 
dam. 

Would we not under this bill, as a Federal power facility using 
water coming down from upstream from the State authority’s dam, 
be required to pay them the same as we would a private utility ? 

Senator Gore. If the upstream dam is considered to be a privately 
owned utility then I think the bill would cover it. 

Senator Purreit.. Senator Monroney, they are finishing eulogies 
now to Senator Hoey. It was my desire and intention and wish to also 
deliver a paper on Senator Hoey. I wonder if I might impose upon 
you to ask if you would take over as chairman of the meeting so I 
might pay my tribute to the late Senator Hoey ? 

Thank you very much. 

I want to thank the Senator before I leave for his most enlightening 
information. 

Senator Gorr. Thank you, Mr. Chairman. 

(Thereupon, Senator Purtell left the hearing room and Senator 
Monroney assumed the chair.) 

Senator Gore. I have before me the bill. I believe section 31 divides 
the projects into two categories, federally owned, or non-Federal in- 
terest. So I take it the answer to your question must be in the 
affirmative. 

Senator Monroney. And I believe it is a part of the present admin- 
istration’s policy to encourage the development under State authority 
of various watershed developments on some of the watersheds in which 
the Federal Government is already operating such projects down- 
stream, so we not only are going to have a difficulty with the privately 
owned projects upstream but will have a State problem, as well. 

Senator Gore. With respect to the administration’s policy, I be- 
lieve the phrase most frequently used is “State or local interest,” local 
interest generally being a private power trust. 

I do not like to speak in such language, but it does appear to me that 
this bill is but another private-power-trust grab. 

Senator Monroney. I see. 

Well, we appreciate very much your giving us the advantage of your 
experience and study on this matter. The bill seems to be more far- 
reaching than some of the advance notices have indicated. 
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Senator Gore. It is very far-reaching, Mr. Chairman, and its effect 
would be very detrimental to the public interest. 

Senator Monronery. May I ask counsel if we have listed as witnesses 
any of the men who are familiar with the operation of the hydroelectric 
projects such as Bonneville, Grand Coulee, TVA ¢ 

Mr. L’Hevrevx. We have Mr. Willard Gatchell from the Federal 
Power Commission, who will testify next. He is familiar with 
those projects, and, as this bill was introduced by Senator Bricker at 
the request of the Federal Power Commission, he should be able to 
answer your questions. 

Senator Monronry. Well, I certainly, before these hearings con- 
clude, would like to find out what the impact of this proposed legisla- 
tion would be from the standpoint of the actual people charged under 
the legislation, TVA, and some of our western projects, and I would 
like to get firsthand evidence from them as to its effect. 

Mr. L’Hevurevx. We asked the Federal Power Commission, the 
Corps of Army Engineers, TV A, and the Interior Department if they 
wished to be heard here, and the Federal Power Commission has sent 
a witness. 

Are there witnesses from the other three agencies here ¢ 

Mr. Garcuetn. No, sir; there are not. I don’t believe the TVA will 
be affected. 

Mr. L’Hevrevx. A representative of the TVA called me and said 
they had received our invitation and that they had no interest in testi- 
fying. 

Senator Monroney. Well, I think the interest in having them testify 
rests with this committee, and certainly, if this bill is as far-reaching 
as it appears to be then we should hear from TVA, if it is necessary 
to subpena them, and also from other interested parties on these 
hydroelect ric projects. 

Mr. L’Hevrevx. Now, I might add, because Senator Purtell in- 
tended to state this, that we have received a telegram which just came 
in a few minutes before the hearing got under way. It had been sent 
to the Committee on Public Works in the belief, apparently, that that 
committee had jurisdiction over the matter. The telegram is from 
the Northwest Public Power Association, signed by Gus Norwood, 
executive secretary, wherein he says that his association desires to be 
heard in opposition to Senate bill 3434, and that will, with your per- 
mission, be placed in the record. 

Senator Monroney. Yes, sir. 

Mr. L’Hevrevx. And Senator Purtell, in my discussion with him, 
when I mentioned this telegram to him, said: “Well, it will be neces- 
sary to call a further hearing; if we should decide that the bill should 
be reported out at this session, we should have a further hearing to 
hear these opponents.’ 

There are some other opponents that we have heard from through 
Senator Magnuson, who said that people in his State wanted to be 
heard upon this bill, so undoubtedly, another hearing will be held if 
the subcommittee decides it wants to report this bill out at this session. 

Senator Monronery. I see. 

The telegram from Gus Norwood, executive secretary of Northwest 
Public Power Association, will be placed in the record at this point. 
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('The telegram above referred to is as follows:) 


VANcouver, WASH., May 26, 1954. 
EDWARD MARTIN, 
Chairman, Senate Committee on Public Works, 
Capitol Building, Washington, D. C.: 


his association desires to be heard in opposition to Senate bill 3434 on up- 
stream storage charges. Please advise when hearings will be held. 
NORTHWEST PurLIc POWER ASSOCIATION, 
Gus Norwoop, Executive Secretary. 
Senator Monron1 y. The next witness is Mr. Willard W. Gatchell, 


gener: il counsel — ecdler: i Power Commission. 


STATEMENT OF WILLARD W. GATCHELL, GENERAL COUNSEL, 
FEDERAL POWER COMMISSION 


Mr. Garcnett. Mr. Chairman and members of the committee, my 
name is Willard W. aia hell. I am general counsel of the Federal 
Power Commission. We also have here Mr. W. R. Farley, who is 
Chief of the Commission’s Division of Licensed Projects, having to 
do with the engineering work on licensed projects. 

Since June 10, 1920, Congress has authorized the issuance of licenses 
by the Federal Power Commission to States, municipalities, coopera- 
tives, power companies, and others for the construction and operation 
of hydroelectric power projects on streams subject to the jurisdiction 
of Congress under the commerce clause, on lands of the United 
States and at Government dams. 

These licenses are authorized under what is now part I of the 
Federal Power Act, but which was originally enacted as the Federal 
Water Power Act (16 U.S. C. 791a—823). 

Section 10 (f) of the Federal Power Act provides that when li- 
censees are benefited by reservoirs or other headwater improvements 
constructed by other parties, including the United States, they shall 
reimburse the owner of the improvement for such part of the annual 
charges for interest, maintenance, and depreciation thereon as the 
Commission may deem equitable. 

By the third paragraph of section 10 (f), which was added in 1§ 
the requirement for payments for headwater benefits was eae 
upon nonlicensees under certain circumstances. 

Chairman Purtell has already inserted into the record the state- 
ment by the President in his budget message for 1955. but I would 
like—I think it might be of assistance to the committee if I might at 
this time have inserted, with your permission, section 10 (f) of the 
Federal Power Act so that you may have that before you. 

Senator Monroney. Do you want to read that? 

Mr. Garcuretn. Well, if it may be inserted—I would be glad to 
read it if you would like. 

Senator Monroney. It will not be necessary to read it; it will be 
inserted at this point. 

(The matter referred to is as follows:) 

SECTION 10 (AS AMENDED AUGUST 26, 1935) 


All licenses issued under this part shall be on the following conditions: 

(f) That whenever any licensee hereunder is directly benefited by the con- 
struction work of another licensee, a permittee, or of the United States of a 
Storage reservoir or other headwater improvement, the Commission shall re- 
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quire as a condition of the license that the licensee so benefited shall reim- 
burse the owner of such reservoir or other improvements for such part of the 
annual charges for interest, maintenance, and depreciation thereon as the 
Commission may deem equitable. The proportion of such charges to be paid 
by any licensee shall be determined by the Commission. The licensees or per- 
mittees affected shall pay to the United States the cost of making such deter- 
mination as fixed by the Commission. 

Whenever such reservoir or other improvement is constructed by the United 
States the Commission shall assess similar charges against any licensee directly 
benefited thereby, and any amount so assessed shall be paid into the Treasury of 
the United States, to be reserved and appropriated as a part of the special fund 
for headwater improvements as provided in section 17 hereof. 

Whenever any power project not under license is benefited by the construction 
work of a licensee or permittee, the United States or any agency thereof, the 
Commission, after notice to the owner or owners of such unlicensed project, shall 
determine and fix a reasonable and equitable annual charge to be paid to the 
licensee or permittee on account of such benefits, or to the United States if it be 
the owner of such headwater improvement. 

Mr. Garcueti. The bill S. 3434 would strike section 10 (f) and insert 
a modified version as a new section 31 in the Federal Power Act. The 
new section 31 is drawn to meet the recommendation of President 
Eisenhower, as read by Chairman Purtell in his opening statement, in 
his budget message for 1955 submitted in January of this year, page 
M83. 

The Federal Power Commission had itself proposed such an enact- 
ment in its annual report for 1953. In its recommendations for legis- 
lation in that report the Commission said, page 156: 

That section 10 (f) of the Federal Power Act be amended so as to require not 
only reimbursement by non-Federal power developers for benefits accruing to 
them from upstream facilities constructed by another but also to require reim- 
bursement by the United States for imprevements constructed by non-Federal 
interests. These amendments have been submitted to the Bureau of the Budget 
in connection with the Commission’s comments upon the recommendations of 
the Interagency Water Policy Review Committee on reimbursement. Committee 
Paper No. 27. 

When he was testifying before the Subcommittee To Study Civil 
Works of the House Committee on Public Works in the 82d Congress 
in May 1952, Commissioner Nelson Lee Smith stated the majority 
views of the Commission on this question as follows: 

My final comment runs to Chairman Buchanan’s comment with reference to 
the difference of opinion within the Commission on section 10 (f). He stated 
correctly that he feels that headwater benefits should not run against the Federal 
Government. I, and I believe the other members of the Commission, think that 
they should, because: (1) The investment which makes the headwater benefits 
possible to the Federal Government is privately provided and should, in equity, 
be reimbursed; and (2) if those benefits are not so paid for, obviously the cost of 
power from the Federal projects so benefited will be understated, that is, its 
overall economic cost. 

In recommending to Congress that this bill be enacted, the Com- 
mission was expressing its considered opinion that such an amendment 
is desirable. 

In only one instance has the Commission made a final determination 
of annual payments which should be made by a licensee to an upstream 
developer for headwater improvements. That determination in- 
pa >: Tate . ’ ; Pe et ee 
volved the Big Creek developments of Southern California Edison 
Co., which added materially to the power output of plants operated 
by the San Joaquin Light & Power Corp., then a subsidiary of Pacific 
Gas & Electric Co. 








12 AMENDMENT TO FEDERAL POWER ACT 


The Commission’s opinion of January 23, 1939 (1 F. P. C. 567), 
goes at le noth into some of the problems which are involved in such a 
determination. 

Other studies have been started in the Columbia River Basin and in 
connection with the benefits conferred by the Allatoona project in the 
Coosa River watershed and in other streams. 

In recent years the construction of large storage reservoirs and large 
powerplants by the United States has progressed to such an extent 
that a new problem has arisen which was not considered nor present 
when the provisions of section 10 (f) were originally written prior 
to June 10, 1920. 

T he primary purpose of section 10 (f) is to spread part of the cost 
of headwater improvements. One of the keystones upon which the 
Federal Power Act licensing provisions are drawn is that water re- 
sources subject to Federal jurisdiction may be developed by non-Fed- 
eral interests only if their proposals are best adapted to comprehen- 
sive plans for river improvement. 

In the Rivers and Harbors Act of March 3, 1925 (48 Stat. 1186, 1 190), 
Congress directed the Secretary of War and the Federal Power Com- 
mission jointly to prepare and submit a list of streams on which com- 
prehensive surveys should be undertaken and a list of the purposes 
for which improvements should be proposed, 

The resultant lists of streams and purposes were presented in 1926 
and printed as House Document No. 308, 69th Congress, 1st session, 
and approved the following year in the act of January 21, 1927 (44 
Stat. 1010, 1015.) 

The 1926 report not only lists the purposes and streams to be covered 
by surveys but makes it clear th: ut a ments should not be limited 
to the Federal Government, for it says: 

There are evidently two principal purposes for which investigations of this 
nature would be useful, either for the preparing of plans for improvement to 
be undertaken by the Federal Government alone or in connection with private 
enterprise, or to secure adequate data to insure that waterpower development 
by private enterprise would fit into a general plan for the full utilization of the 
water resources of a stream. 

Section 10 (f) aids somewhat the comprehensive development of 
water resources, for it spreads some of the costs among those who 
receive the benefits. It is, of course, obvious that someone must pay 
for any stream improvement. 

In the case of stream improvements producing or assisting in the 
product ion of electric power, the costs have been borne by the power 
consumers with a single exception. The single exception appears 
in section 10 (f) of the Federal Power Act, which calls for a sharing 
of headwater improvement costs by all power consumers except where 
the _ nefited power pl: int is constr ucted by the Unite 1 States. Nei- 
ther the President nor the Commission could see the equity in this 
nen on. Hence the recommendation that S. 3434 be enacted to re- 
move the exception. 

Whenever Congress has provided for the sale of power from a 
Federal powerplant, it has required that all power costs be repaid 
by the consumers, and, of course, this is only proper. 

Under this bill, the power costs of a few Federal projects would 

clude the headwater benefit charges which are now borne by other 
ts consumers. In thus spreading the cost of headwater improve- 
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ments, the bill would assist at least to this limited extent, in securing 
comprehensive development of water resources. 

If the committee would like, I have a list of projects 

Senator Monroney. Right there, before we get into it, it would 
appear to me that, from the present interpretation of the Federal 
Power Commission and the budget office of the President, they have 
just concluded Congress didn’t know what it was doing when we 
passed the original act; that they have now undertaken by testimony 
by the Federal Power Commission and the budget office to completely 
turn around the philosophy of water power and the rights of the 
people to this water interest which was to devolve the benefits back 
to Federal projects, and they are now saying, “We want to make you 
pay to the private people who are squatting on this public domain.” 

Mr. Garcueuyt. 1 am afraid, Senator, I couldn’t agree that there 
has been any change in the basic philosophy. I think, on the con- 
trary 

Senator Monroney. Congress certainly knew what it was doing 
when it wrote section 10. Its clear language within the whole tenor 
of the act was to reimburse the Federal Government for use of water 
below its projects; and the whole act, as I read it, was in that direc- 
tion, recognizing that the water belonged to all the people; it was a 
public asset. And this concept that you bring before us today and 
the budget office recommendations seem to indicate that this water 
doesn’t belong to the people but it belongs to whoever gets a license 
and tHat the Federal Government must turn around and pay the li- 
censee for whatever water continues to trickle down the river. 

Mr. Garcue yt. Senator, I don’t believe there is any suggestion by 
anyone, certainly not by the Power Commission or the President, that 
there should be any charge for water either by this bill, Senate bill 
3434, or by any other means. 

The charge which is suggested here is for the cost of making an 
improvement, and the only charge which would be imposed in the 
bill is for that part of the headwater improvement which is con- 
structed which serves to benefit the lower developer. 

Now, obviously only the water which is held in storage will be re- 
leased at a time which would be of benefit to the lower powerplant, 
and it would not otherwise be available to that lower powerplant un- 
less it had been held in storage. For that water which would come 
down the stream naturally there is no charge in the Federal Power 
Act; I hope there never will be; this bill doesn’t propose a charge for 
any water. 

We certainly agree with you and with Senator Gore that the water 
does belong to the people. And the whole premise upon which the 
Federal Power Act is based is that the water resources do belong to 
the people. It started with veto messages of President Theodore 
Roosevelt in 1907 and 1908 when he refused to give further approval 
to individual bills where power companies had been getting per- 
petual rights to use water resources, and he said that was wrong, that 
these water resources did belong to the people. 

Further, Senator, I think there is a misap prehension as to the effect 
of licenses. Licenses are not given in perpetuity. Congress provided 
in the Federal Power Act that they could not extend beyond 50 years, 
and it provided for the United States to acquire facilities constructed 
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under license on an entirely different basis of payment than had pre- 
vailed up to that time. 

It was a very farsighted bill because it said that a licensee should 
recoved only the amount it had invested, which would exclude any- 
thing for water rights, and it would keep in the people the right to 
their water. 

(At this point Senator Purtell returned to the hearing room and 
resumed the chair.) 

Senator Monroney. But I don’t see how you say in effect we will 
not be pay ing for this water inthe rivers. I mean only the water that 
comes down the river goes into the privately constructed dam. What- 
ever the power pool is in that dam, as I read the bill and gather from 
your testimon y, we are required if we have a Federal project below 
that to share in the interest charges for the construction of that 
facility, and perhaps for the depreciation, as you say, which in our 
part of the country means siltation and a complete writeoff of the 
project within 50 years. 

Mr. Garcueii. Senator, one of the purposes of the Federal Power 
Act was to secure comprehensive water resource development. Those 
improvements can only be made by somebody spending money. Con- 
gress has said that in all Federal power projec cts the consumers shall 
pay rates which will return to the United States its complete 
investment. 

The same sort of treatment is accorded where the development is 
made by a private power company. The power companies don’t pay 
for it: the consumers do: and the consumers under the priv: ate power 
dam pay for all of the money that is put into that power project 
exactly in the same way that the -y do when the dam is constructed by 
au ae il agency. 

‘nator Monronry. Do they pay the Federal Government for the 
use or storage upstream of water? Do you know any cases where they 
were assessed ? 

Mr. Garcuett. Where the Federal Government constructs the up- 
stream reservoir ? 

Senator Monroney. When the Federal Government is the owner 
of the upstream reservoir. 

Mr. Garcuetnt. We have not had situations where that situation has 
been presented to the Commission because the Federal reservoirs that 
have been constructed have not been in operation long enough to reach 
that result, but if I may, I will read you a list where I will show some 
projects that, under the present law as it is now, where the upstream 
reservoir is constructed by the United States, will be compensated in 
part as section 10 provides for the benefits conferred upon lower power 
developers. In some cases those lower developers are municipalities; 
in some cases they are privately owned plants. 

You mentioned the Pensacola project, and if I may refer to that, 
the Pensacola project was constructed by the Grand River Dam Au- 
thority on the Grand River, and it is true that 45 percent of the 
cost of that was given as a grant tothe State. The balance was loaned 
to the State under a long-term loan and at a low rate of interest, but, 
nevertheless, it was given to them under your general public works 
project money, as all of those projec cts were unde rtaken at that time. 

That project has some very important flood-control storage for 
which the United States has made compensation to the Grand River 
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Dam Authority, and some very important power storage. That power 
storage is useful at Pensacola. When they complete the Fort Gibson 
project below that as a Federal power plant—— 

Senator Monroney. It is completed now. 

Mr. GarcHe... Is it? Well, I knew it was pretty nearly. When 
that is placed in operation it will receive water from the storage at 
Pensacola which would not otherwise be available to Fort Gibson. 

Senator Monronry. Now, just tell me how they will receive more 
water 

Mr. GatcHet. Well, Senator, if you have your gates through the 
powe rplant open as wide as you can ‘and you receive more water down 
past your plant, you can’t put it through the generators. The turbines 
cannot take that water and it, therefore, must be spille d. 

The only function that I know that a storage reservoir serves is to 
hold back surplus water and release it at a time when it can be used 
in some useful manner in connection with powerplants, as when it 
can be put through the turbines to turn out power. 

They will not receive any more water at Fort Gibson, but they will 
receive it at times when they can use it, and at present they would 
not. be able to use it without using the storage facilities at Pensacola. 

This is simply in effect to say that those consumers at Fort Gibson 
who buy power shall pay for storage facilities, whether they are 
located at Fort Gibson or located at Pensacola, in the same manner 
that the consumers of power purchased from the Pensacola plant 
have to pay for the facilities that are constructed. 

There is no charge at any time for the water. It is a charge for 
the service that is rendered in storing that water and making it useful. 

Senator Monroney. But then the Federal Government would 
be paying the State, and under that the State could operate and sell 
Federal power cheaper than the Federal Government could sell it 
from Fort Gibson ? 

Mr. Garcnei. I wouldn’t think so, Senator. 

Senator Monroney. Well, if Fort Gibson has to pay for the stor 
ing, or whatever you eall it, upstream, the *y are going to receive a 
part of their reimbursement not from power rates, but they are going 
to receive it from the discharge in convenient packages, you might 
say, so that Fort Gibson can use it? 

Mr. Gatcuey. That is right; that is right. 

Senator Monroney. Therefore, the rates of the State power author- 
ity can be lowered and the rates for the Federal power authority will 
be raised ? 

Mr. Gatcueiy. Well, I doubt if it will call for much of a raise 
in the Federal rates, but somebody has to pay for the storage 
reservoir. 

Now, at the Pensacola project assume that the storage features 
alone cost $10 million. Either the consumers of power from Pensa- 
cola alone pay for that entire cost or those who receive benefits down- 
stream share in that cost. 

Senator Monroney. But, sir, at the time Pensacola was built it was 
engineered on a pay-out banka 

Mr. Gatcueti. Surely. 





Senator Monronry. That it would generate X kilowatts of power 
that could be sold for so much per kilowatt. 
Mr. GatcuEt. That is right. 
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Senator Monroney. And it was found to be feasible. On that basis 
the State was darned glad to have the power location and tickled 
to death to have that money available to them, the 45-percent grant 
and a long-term, low-interest rate, on the other. 

Mr. GarcHeLi. Yes, sir. 

Senator Monronry. Now, why should we come back 20 years— 
I believe it was about 1938, I think, when it was completed 

Mr. Garcuetu. Somewhere around there. 

Senator Monroney. Fifteen — after and suddenly give to the 
State a windfall profit because they went into a deal which they 
found advantageous to do? They weren’t thinking of helping Fort 
Gibson or providing a convenient waterpower downstream for hydro- 
electric waterpower. They were glad to have that watersite. 

Mr. GarcHetu. The principle is not that it is giving anybody a 
windfall, Senator. 

Senator Monronry. Wouldn’t it be a windfall in this case? 

Mr. Garcuet. I wouldn’t think so. It is predicated on the assump- 
tion that consumers should, consumers that are receiving benefits, 
should pay for receiving those benefits. 

We issued the license for the Pensacola power project because, in 
the opinion of the Federal Power Commission, it was a fine power 
project whether Fort Gibson or Markham Ferry were ever constructed. 

If it should turn out that there are some benefits to some other 
developer, then the cost of putting in this upstream reservoir, the 
costs are shared by those 7 receive the benefits, and that is the 
principle upon which this is predicated. 

Senator Monroney. I can’t get this retroactive feature of windfall 
through my thick head. If I own a piece of property that I bought 
because it was a good location and then I turn around and buy 
another piece of property in the same block, and lo and behold, 
here comes Woolworth who builds a shopping center on the other 
corner of the block, then because my property appreciates in value, 
do I owe part of my money to Woolworth for the shopping area 
because he improved my property ? 

Mr. Garcnett. Suppose a Federal powerplant had been constructed 
and at some subsequent time there was a large storage reservoir put 
upstream from that and the Federal power development was thereby 
enabled to increase its power capacity and could turn out more kilo- 
watt-hours because it obtained that water that had been held in stor- 
age until a time when it could use it. 

Now, would you say that the Federal Government should under 
those circumstances use that water, or should they let the water go to 
waste ¢ 

Senator Monroney. Well, nobody is going to build a dam upstream 
to help us downstream. They are going to build a dam upstream 
because they find it to their economic interest to do so. Then to assess 
for those benefits downstream for something that is already built, I 
don’t think you are following sound business principles. 

Mr. Garcueti. Well, this amendment is predicated upon several 
‘tele iples, and I might mention some of those that seemed to me to 
be obvious in the way it is prepared; and of course there is nothing 
in the Federal Power Commission report that states these principles, 
but I think they just underlie the very theory upon which the Federal 
Power Act is drawn. 
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First, there are certain water resource improvements the cost of 
which should be borne by the United States; flood control and ni ave 
gation are generally in that category, although there are some fee 
tures of flood-control improvement which ‘Congress has dec ided 
should be borne locally. 

Now, Congress has said that a uniform policy shall be followed 
with respect to the reimbursement of those costs which it regards as 

reimbursable. Not all costs are regarded by Congress as reimburs- 
able, as I said, but where the costs are reimbursable you apply a uni- 
form policy throughout. And when you speak of a Federal project, 
I think the difficulty arises from assuming that the United States pays 
for that power project. The United States—at least in all of the 
explanations I have ever heard—does not pay for the project. It is 
paid for by i power consumers. 

In some cases the Federal Power Commission is called upon to 
approve the rates for sales from certain Federal power projects, and 
in approving those rates the Commission follows very strictly the 
criteria laid down by Congress, that the power costs, the costs of 
obtaining the power, shall be reimbursed to the United States. 

Now, if that is sound and there is a uniform and reasonable appli- 
cation of that reimbursement principle, Wwe can see no reason why the 
consumers who are served by a Federal project should not pay for 
the costs in putting in headwater improvements when those consumers 
who purchase from a private powerplant must bear their fair share 
of costs as well. 

Senator Monronry. Those who have bought that power from the 
private powerplant or from the State powerplant are buying that 
power because it was considered economically feasible and a good 
enterprise either for the State or the private power company to 
build it. They didn’t build it to benefit the Federal project down- 
stream. 

Do you know of any case in history where a private company came 
in to develop a power project upstream for the benefit of the people 
downstream ? 

Mr. GarcueE.y. Senator, I know of no such instance. 

Senator Monroney. Well, isn’t it rather fantastic to assume that 
they love public power so greatly that they would go upstream and 
pe a multi-million dollar project to help supply water to the Fed- 

ral project downsteam? Yet you are now coming before this com- 
laa and saying, “Well, of course, they built it for their own ad- 
vantage; they built it not to help the Federal Government but we are 
going to force this payment on them because we feel that because of 
what they did they are entitled to the downstream benefits that the 
Government puts in.” 

It seems to me that it is a new form of this—they are talking about 
partnership development in hydroelectric power. This is a sort of 
new form of partnership where it all goes one way. 

Mr. GatcueL. Well, of course, it doesn’t go one way, Senatcr; 
under the present statute it does go one way, ‘but under this bill it 
would go both ways. Whatever 





Senator Monronry. You say you know of no case in history where 
the Federal Government has ch: arged the private users downstream, 
and the only cases you cited were two private investors—— 
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Mr. Gatcnety. Now, Senator, I said no case had yet been decided 
by the Commission because the Government reservoirs had not been 
in operation long enough. There are a substantial number of them, 
and I will be glad to put that list in the rec ord, if I may. There are 
a substantial number of them where lower privately owned otal 
plants will reimburse the United States, and of course that would hap- 
pen under the present section 10 (f). 

Senator Monroney. And that has been in the law since 1935, you 
said ? 

Mr. GaTcHELL. Since 1920. 

Senator Monronry. There has been no case in—that is 54 years é 

Mr. Gatcuet. That is right. 

Senator Monroney. Where the private power companies have ever 
been charged a thin dime for any upstream development ? 

Mr. Gatrcue.u. That is correct, because they haven’t received ——- 

Senator Monroney. All right. But now this administration has 
been in some 15 months and we are getting action in this new part- 
nership and we are supposed to now pass an act that will provide for 
the immediate reimbursement of State or privately owned power 
companies for holding water upstream, where for 34 years there has 
been no money collected on the part of the Government although it 
has been a part of the law ? 

Mr. Garcuett. Well, but Senator, you first have to receive your 
benefits, and if these powerplants have not received their benefits no 
charges are due, and the Commission, of course, cannot assess any 
charges until the benefits are received. 

We have made one study in the Columbia River Basin to determine 
whether there were some benefits received by the Rock Island plant, 

i plant operated by the Puget Sound Co., and there was a recent 
id lition to that plant where a public utility just joined with the 
Puget Sound Co. in the joint operation of the Rock Island plant, and 
that does receive benefits from the upstream storage provided at Grand 
Coulee; and of course it will receive even greater benefits when the 
Hungry Horse Reservoir becomes effective, the operation of that 
becomes effective, and it will have to pay the Kerr project owned by 
the Montana Power Co. located below the Hungry Horse project, 
will have to pay headwater benefit charges under the existing sec- 
tion 10 (f). 

There are three plants owned by the Alabama Power Co. on the 
Coosa River which are below the Allatoona project and they, in turn, 
will have to pay headwater benefit charges. 

We have made a study of that and it is a very complex thing. It 
calls for a detailed engineering analysis and we have to make those 
studies in order to determine what the charges are. 

But to say that no charges have been collected, I think, doesn’t 
give a true picture because chi arges will be collected and they will 
cover all the benefits which have been received from the reservoirs 
of the United States. 

May I put the list in the record ? 

Senator Purreti. Without objection, they will become a part of 
the record at the end of your remarks. 

Mr. Garcners. Thank you, sir. 
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The list deals with the Columbia River Basin, the Federal project 
on that, which is the farthest upstream and is a very large reservoir, 
is the Hungry Horse. 

Below that is the Flathead project, which will provide benefits as 
well as receive benefits. It will receive benefits from the Hungry 
Horse, and in turn, the Flathead project will provide benefits down- 
stream from it. 

Albeni Falls will receive benefits and will confer benefits. 

Metalline Falls and Box Canyon, Buffalo Rapids and the Noxon 
project are all located below the Hungry Horse, and if I may just 
insert the list, then, Mr. Chairman, I will appreciate it. 

On the Stanislaus River—and I just showed the rivers to show the 
areas covered—on the Stanislaus River in California there are proj- 
ects which are within the present statute or would be within S. 3434; 
San Joaquin River in California, Kings River in California, Missouri 
River in Montana, the White River in Missouri and Arkansas, the 
Grand River in Oklahoma, Brazos River in Texas, Ouachita River 
in Arkansas, Clarion River in Pennsylvania, Roanoke River in Vir- 
ginia and North Carolina, Savannah River in Georgia, Chattahoo- 
chee River in Georgia and Alabama, and the Coosa River in Alabama. 

Thank you, sir. 

Senator Purrett. Thank you. 

(The list entitled “Federal and Non-Federal Projects Subject to 
Section 31 Determinations” is as follows:) 


Federal and non-Federal projects subject to sec. 31 determinations 


{Note—Italicized projects are those which would provide benefits. Projects are listed in downstream 
order] 


COLUMBIA RIVER BASIN 


Proposed projects under 


Existing Under construction Authorized : : 
ictive consideration 


Hungry Horse (Federal 
Flathead. 

Buffalo Rapids 
Thompson Falls 


Noxon 
Cabinet Gorge. 
Albeni Falls (Federal) 
Box Canyon, 
Metalline Falls 
Libby (Federal 
Grand Coulee (Federal 
Chief Joseph (Federal) 
Wells 


Chelan. 
Rocky Reach. 
Rock Island. 
Priest Rapids (Federal 
Brownlee or Hells Canyon 
(Federal) 
Penny Cliffs 
Bruces Eddy 
Lewiston. | 
Lower Granite (Fed- 
eral). | 
Little Goose (Federal) 
Lower Monumental | 
(Federal) 
Ice Harbor (Federal). 
McNary (Federal) 
John Day (Federal 
| The Dalles (Federal). 
Bonneville (Federal). 
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Federal and non-Federal projects subject to sec. 31 determinations—Continued 


I t project t \ ! i provide benefit Pr ts are listed in downstream 


Proposed projects unde 
xi \ 1 t noid ; 
\ ( é consideration 
Donnels 
Beardsley 
N f 
Tullock 
\ \ VY RIVER (( I 
e Lake 
] f 
I ; : 
k2A,8 
4 
Fr 
I I ALI} 
Wishon, 
Helms 
Haas 
Kings River 
ral 
Pi Flat Plant 
MISSOURI RIVER (MONT 
a 
Can } 
WHITE RIVER (MO., ARI 
Table I € ral 
GRAND RIVER (OKLA. 
Mark Ferry red 
Fe 
BRAZOS RIVER (TEX.) 
; K 4 





AMENDMENT TO FEDERAL POWER ACT 21 


Federal and non-Federal projects subject to sec. 31 determinations—Confinued 


{NoTe—lItalicized projects are those which would provide benefits, Projects are listed in downstream 
order} 


OUACHITA (ARK,) 


Proposed projects under 


Existing | Under construction Authorized ' 
active consideration 


$$$ ———EE eat ee — - —_ — ~ 


Blakely Mountain (¥Fed- 
eral 
Carpenter, 
Remel. 


CLARION RIVER (PA.) 


East Branch (Federal 
Piney. 


ROANOKE RIVER (VA., N.C.) 


Philpott (Federal 
Kerr (Buggs Island) (Fed- 
eral 
Gaston. 
Roanoke Rapids. 


SAVANNAH RIVER (GA.) 
Burton 
Nacoochee. 
Terrora 
Tallulah. 
Tugaloo, 
Yonah 

Hartwell (Federal). 

Clark Hill (Federal). 
Stevens Creek 


CHATTAHOOCHEE RIVER (GA,, ALA.) 


Buford (Federal) 
Morgan Falls. 
Langdale. 
Bartletts Ferry. 
Goat Rock. 
North Highlands. 
Columbus. 


COOSA (ALA 


Allatoona (Federal), 
Lay 

Mitchell. 

Jordan. 


Senator Purret.. Are there any further questions, Senator Mon- 
roney ¢ 

Senator Monronry. Well, I would like to find out how much study 
went into this thing on the part of the Federal Power Commission in 
proposing such a sweeping change of the public-power policy and 
the river-development policy. It has been in the law since 1920. 

Isn’t it a fact that Chairman Buchanan testified as late as 1950 be- 
fore the Public Works Committee that the Federal Power Commis- 
sion’s view then was entirely contrary to what you have stated today ? 

Mr. Garcurtt. Chairman Buchanan testified in 1950 and again in 
1952. 
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I read to you the statement by Federal Power Commissioner Nelson 
Lee Smith at the hearing in 1952 where he stated the views of the 
Federal Power Commission in this respect. 

The Commissioner has given considerable study to this over the 
ye ars, and I would think that the statement by Commissioner Smith 
in 1952 and the annual report by the © ommission itself in 1953 would 


show that this is not a matter which has been taken up in recent 
months by any means, It isa matter which has had long study and, 
frankly, the subject is a very pee, 87) ge 


The principles upon which the bill is predicated, though, are those 
that I have stated, namely, as seeking to assess the cost of putting in 
these Improvements against those power consumers who receive the 
benefits, and that is the fundamental policy on which the bill is drawn. 

Senator Monroney. But in drawing this bill you are upsetting, are 
you not, every feasibility study on which the Congress and the con- 
yrressional committees of both Houses, the Appropriation Committees 
of both Houses have long studied and have long considered the con- 
struction of these very projects / 

I mean you are asking today to pass a bill that apparently, as I 
understand it, you are the only witness appearing here that will upset 
this long chain of feasibility studies and economic findings on the 
generation of hydroelectric power on all of our rivers on the basis 
that since 1950 somebody has changed their mind in the Federal Power 
Commission. 

Mr. Gatrcnei. Well, in 1950, Senator, you will recall that the Presi- 
dent, President Truman, set up what he called a Water Resources 
Policy Commission, which made quite an extended report, and in that 
report this Commission made some recommendations whic h called for 
further analysis of the fundamental policies on which water resource 
developments were being undertaken, and in the course of their re- 
marks in that report they said, and I am reading from page 68 : 


In multipurpose water resource programs, private and public interests are so 
intermingled that neither full reimbursement in accordance with the rules of 
private economy, nor total reimbursement in accordance with those of publie 
economy, iS appropriate or justifiable. Although the main impetus, in such 
developments, comes from the Federal Government, and the basic justification is 
predicated on the consideration of the general welfare, very significant benefits 
accrue to private individuals. The costs of providing these should be reimbursed. 

In order to be fully effective, reimbursement policy must be articulated with 
other policies to achieve maximum development of water resources for all ben- 
ficial uses. 

rT ° 

Then again: 

Reimbursement policy can be used to encourage local participation in financing 
resources development. The Federal Government can command large financial 
resources but is legally limited in the devices by which it can recapture the value 
of benefits from private individuals. State and local governments may have 
limited financial capacity but generally are legally able to levy assessments on 
those individuals. By combining their tax powers, costs should be shared more 
equitably between local and national interests and the recapture of private 
benefits made more exact. 

Senator Monroney. That speaks entirely of private benefits; they 
get a free ride out of Government power. 

As I understand it, your proposal is to turn the thing over the other 
way and try to pay to private people some downstream benefits that 
the people have in the water resources. 
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I don’t see anything in what you have read from the President— 
and I listened attentively—that indicates that this bill should be 
drawn in this way, or this reversal of a 34-year-old policy should be 
made. 

Mr. Gatcue.u. The proposal by the Commission is that those who 
receive benefits, those who are identifiable as beneficiaries, should pay 
for the costs, and that was the recommendation of the President’s 
Water Resources Policy Commission. 

Senator Monronry. As I heard you read it I kept hearing the Gov- 
ernment being reimbursed for 

Senator Purretn. I wonder if you would read it again, because I 
didn’t get the interpretation Senator Monroney got on it? 

Senator Monronry. Will you emphasize what led the Federal 
Power Commission at this late date to reverse its policy ? 

Mr. Garcnety. Senator, I can’t say that the Commission considered 
these narts of the President’s message as being the cause for changing 
its policy, if it has changed it. 

I do think that the President’s Water Resources Policy Commis- 
sion study called for a very definite restudy by the Federal Power 
Commission of the prine iples upon which the Federal Power Act is 
predicated, and that in that restudy these things which I have referred 
to have evolved, namely, that there should be, where there is an identi- 
fiable beneficiary, there should be reimbursement of those benefits 
which it receives, and the identifiable beneficiaries in this case are 
those consumers who get power much more cheaply in this way by 
having storage available than they are otherwise able to get it. 

They do not pay for water, but they should pay for the services that 
are rendered in storing that water and releasing it when the down- 
stream power project is being utilized, 

Now, that is the principle. 

I have a copy of these remarks, and I will read them again so that 
you may follow while I am reading it. 





In multiple-purpose— 


and I am reading from page 68 of the President’s Water Resources 
Policy Commission report 
Senator Purretn. This is the same one that you read before? 
Mr. GatcneLy, Yes, sir, it is. 
Senator Purtett. Thank you. 
Mr. GATCHELL (reading) : 





In multiple-purpose water-resource programs, private and public interests are 
so intermingled that neither full reimbursement in accordance with the rules of 
private economy, nor total reimbursement in accordance with those of public 
economy, is appropriate or justifiable. Although the main impetus, in such de- 
velopments, comes from the Federal Government, and the basic justification is 
predicated on the considerations of the general welfare, very significant benefits 
accrue to private individuals. The costs of providing these should be reim- 
bursed. 


Now, Senator, I stop right there and say, if you are saying that the 
Federal Government is benefited when these Federal power projects 
receive stored water that they would not otherwise receive at a time 
when they could use it, I say that then the entire assumption upon 
which the Commission proceeds is in error, but we don’t think that the 
Federal Government is the one that pays for the power from a Federal 
powerplant. 
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We think that Congress has provided invariably that the power cost 
shall be paid by the power consumers, and it is those consumers who 
receive this private benefit. 

Now, I will go on and read—— 

Senator Monroney. In other words, you read into this, the “very 

significant benefits accrue to private individuals,” you read into that 
that this is the REA customers out on the line and others who are get- 
ting a little bit lower rate, or do you read into it the stockholders of the 
private power companies who own the dams and make the profits out 
of the operation ¢ 

Mr. GArcueLL. Well, I don’t know of any private power companies 
whose rates are not regulated, and certainly no licensees of the Fed- 
eral Power Commission operate under unregulated procedures. Their 
rates are regulated and they are permitted to earn only a fair return, 
so that it is the consumers who purchase power from the private power 
companies who ultimately must pay the costs of all the improvements. 

Senator Monronry. And you consider that this language and what 
you just read, “very significant benefits accrue to private individuals” 
was placed in that report to mean the REA subscribers at the end of 
the line rather than the owners of the private dams? 

Mr. Garcueu. I am merely saying, Senator, I think it is perfectly 
obvious that they are looking to where the private benefits are obtained 
to say that those private benefits should be reimbursed by the people 
who use the benefits. 

Senator Monroney. Why didn’t you say “power users,” then? If 
I can read the English language, it means to me that the people who 
own the private dams, and it was considering the reimbursement to 
the Federal Government in that case. 

Mr. GArcue.t. It says the costs of providing these, Senator, should 
be reimbursed. 

Then I go on, on page 69: 

In order to be fully effective, reimbursement policy must be articulated with 
other policies to achieve maximum development of water resources for all bene- 
ficial uses 


And then I read further on the same page, page 69: 


Reimbursement policy can be used to encourage local participation in financ- 
ing resources development. 

Now, obviously, Senator, that could not mean that the Federal 
Government is to be encouraged; it could not mean that to me. It 
must mean that you are seeking to have the Grant County PUC, for 
example, construct the Priest Rapids project on the Columbia River 
as it wants to do and is seeking authorization from the Senate at 
this time to do. It must mean that you are trying to encourage every 
possible development that can be made of our water resources so as 
to obtain the maximum value from those water resources. 

Senator Monroney. But this bill goes back and provides for a dam 
that has been built 15 years or 20 years ago to receive a kickback 
from the use of the water downstream. 

Mr. Gatcuetn. Senator, that merely goes to whether you want to 
apply the rule fairly and equitably to all or only apply it to those 
in the future, and Congress writes the legislation, and if you want 
to limit it to the future of course that is within your perfect right 
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and privilege to do so, but the bill is drawn upon the theory that the 
rule should be applied uniformly. 

Senator Monronry. But the law since 1920 has said something else ? 

Mr. Garcnett. Well, the law has said that—— 

Senator Monroney. And now we are being told that Congress was 
going in the wrong direction. 

Mr. Garcueti. No; I don’t think there is any suggestion, certainly 
not in what the President said, and I hope not in what I said, that 
Congress has been going in the wrong direction. 

This problem was not present in 1920. No one visualized at that 
time the water resources programs which came into being later, and 
it was during the 1925 study and the 1926 report by the Army Chief 
of Engineers and the Federal Power Commission, to which I referred, 
that these comprehensive surveys were first visualized and the pur- 
poses for which water resources could be developed were first spelled 
out, and in the River and Harbor Act of 1927 Congress approved 
those purposes and said all of the streams which they had listed in 
that “308 report,’ and some more streams should be investigated, 
and at that time the very salutary studies which Congress authorized 
were started and have proceeded in every case that I know of in 
accordance with the program which was there laid out, of saying 
that water resources were developed in a comprehensive manner ; and 
a comprehensive mannner, to the Federal Power Commission, means 
that costs should be borne by those who receive the benefits. And 
if they are wrong in that theory then they are wrong in this bill; 
and if you will apply that uniformly you have to apply it to the 
existing as well as to the future projects. 

Senator Purtrett. This actually isn’t a new concept, but simply a 
new condition that requires the application of the concept you had all 
the time ¢ 

Mr. Garcuetn. That is correct. 

Senator Purrety. It is no new concept ¢ 

Mr. Garcuenn. It is no new concept. It is that the consumers pay 
for the power costs. 

Senator Purren.. Surely. 

Mr. Garcuett. And we think the consumers who receive power 
from a Federal project should pay for the costs. The water is there 
now and always will be there when the rains fall and come down 
the river, but it won’t be available unless storage reservoirs are con- 
structed, and it is not a question of using water or charging for water 
It is a question of making water available, and when water is made 
available then and then only do the Federal plants receive a benefit. 

If you want to see how difficult it is to estimate the benefits I sug- 
gest you examine the Commission’s 1939 opinion which is reported in 
volume 1, FPC, page 567, because I went through that case and I 
know what very difficult problems we had. The Commission sets 
out there some of the difficulties that have been encountered. And 
that, Senator, I suggest is one of the reasons why we have not had a 
greater determination of those benefits which have been received by 
power companies or existing Federal developments. 

We had to wait until they were in operation, and we don’t have a 
large staff. We are not trying to boost our appropriation, but we do 
not have a great appropriation, and these take time and care. 
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Senator Purret.. If you did want to boost your appropriation you 
are before the wrong committee. 

Senator Monroney. But you are going to have to boost it? Can 
you tell us how many men you are going to have to have to try to 
figure out these almost imponderable questions—— 

“Mr. Garcuett. Not a single additional man. We have to do it 
now on all of these streams; under section 10 (f) I don’t think it calls 
for a single additional man. Congress has already placed that upon 
us. Congress says it is to be fair and equitable and to be applied to 
other consumers, and the additional work to be involved will be done 
in any event. 

I don’t think any additional staff will be called for—I can’t speak 
- finitely on that because, of course, the Commission hasn’t asked for 

, but it seems that the staff has been in this thing. I have been with 
the Commission since 1931, and it just seems to us like we do this 
work anyhow; our engineers have to go over these things, and it should 
not call for any additional staff by the Commission. 

Senator Monroney. Well, I just wish you could explain to us on 
this Pensacola project, which we both know and understand, what 
percentage of the cost of the power pool Fort Gibson is going to have 
to pay. 

Mr. Garcneyi. I do not know, Senator, how much of that stored 
water will be available to the Fort Gibson project when the load on 
that Fort Gibson plant is such that they can use that water, because 
that is the determining criteria. 

If the water comes down and Fort Gibson can’t use it they don’t pay 
for it at all. If it comes down and they can use it they then can turn 
out kilowatts and increase the capacity of the Fort Gibson project 
materially so they will have water available, and I think that will 
be true at Fort Gibson; they will have water available not otherwise 
available and the power consumers served by Fort Gibson should pay 
some part of the cost of that storage capacity that is made available at 
Pensacola. 

Now, that is the wholy theory of the bill. 

Senator Monronry. How are you going to tell when the river is 
running and furnishing plenty of water for the penstocks? Is that 
what you do, charge w hen the river would be dry otherwise and 

Mr. Garcuett. Not when it is dry, because there is always some 
water down in the Grand River and always has been under natural 
conditions, although it has fallen very low. 

Senator Monroney. It was dry last year. 

Mr. Garcuet.. But at times they have had tremendous floods and 
at other times the water is high when it is not in flood stage. 

That is surplus water that can be put in storage reservoirs and in 
most instances would not be available for use at Fort Gibson; it would 
flow past Fort Gibson unused, and that is a waste of money, a waste 
of valuable water and power that should be generated by that water, 
and it can be generated only if the water is stored at the Pensacola 
Reservoir. 

When it is stored then there is a further criterion that enters into 
the picture: At the time that water is released can the Fort Gibson 
project use it? 

Very accurate records are kept at all these reservoirs and they know 
how much water is in storage. The inflow is constantly measured; 
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the outflow is easily determined by measuring the gate openings in the 
turbines producing power and, therefore, they know the difference 
between those two whether they are drawing on storage or adding 
to storage at Pensacola. 

Senator Monroney. You mean drawing on the power-pool storage ? 

Mr. Garcnett. Drawing on the power pool storage. 

Senator Monroney. In other words, you wouldn’t expect them to 
pay for the flood-pool storage? 

Mr. Garcuets. The United States has never asked for reimburse- 
ment of that, and I hope they do not, and there is no possibility in 
here of the Fort Gibson project or any other one paying for flood- 
pool storage. 

Congress long ago decided that, but the power-pool storage is oper- 
ated primarily for the benefit of the Pensacola project, and if they 
are able to enter into an agreement, as I hope they can, with the South- 
western Power Administration for the operation of the Fort Gibson 
project in harmony with Pensacola, they can boost the power capacity 
at Fort Gibson materially and increase the number of kilowatt-hours 
that are turned out there annually every year. 

Now, that increase in capacity and that increase in power output is 
of very great value to the consumers of the Fort Gibson power, and 
you say “they shouldn’t pay for it, and the Commission says they 
should. 

Senator Monroney. Well, if Pensacola runs this water through their 
penstocks the only way they can generate electricity is to discharge 
that water from the power pool ? ¢ 

Mr. Garcuett. It surely is. 

Senator Monronry. Then if somebody downstream, in this case 
Fort Gibson, uses that, then Fort Gibson will have to pay for the 
water which Pensacola had to dump to generate their electricity; 
isn’t that right? 

Mr. Garcueti. They had to use water to generate their electricity ; 
yes, sir. 

Senator Monroney. So it would be impossible for the one dam to 
pay for the electricity without discharging it into—— 

Mr. Garcue yt. That is true, but whether Fort Gibson uses it de- 
pends not upon Pensacola but upon Fort Gibson. There is a little 
pool, what they call an operating pool, down at Fort Gibson where 
they can store for a few hours or so and they can store that water for 
a time, but they cannot store much water at Fort Gibson. They have 
to depend on Pensacola for their storage. 

If we were to reverse the situation and say that the United States 
had constructed Pensacola—I would think that the United States 
would not have built Pensacola; at least, the Power Commission 
wouldn’t have recommended it be built, and we have recommended 
that many powerplants be built, unless it was economically feasible 
at Pensacola. 

Senator Monroney. That is right. 

Mr. Garces. Now, if the Grand River Dam Authority owned 
the powerplant at Fort Gibson and received this stored water down 
there, would you say they should pay for it or not? 

Senator Monronry. If it is necessary for the Government dam to 
run the water there through the penstocks I don’t see why we would 
have the right to charge them for that water. 
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If we had built a power pool in the upper dam to aid and assist 
Fort Gibson, to discharge water from that extra pool was to help Fort 
Gibson, then I would say there would be some reimbursable costs there, 
but if our power pool remains the same and the only discharge from 
that power pool is to run our penstocks, then I don’t see why we could 
collect. 

Mr. Garcre tn. Then if that is so, I don’t know of any instance in 
— h benefits could be received under the circumstances which you 

ention by the lower developer unless they could use the stored water 
and, there fore, I would say that if you are of the feeling that you 
shouldn’t collect then you ol ioht to repe: al section 10 (f). 

Senator Monroney. How could you run the dam if you didn’t dis- 
charge the water ¢ 

Mr. Garcueti. Well, but I am looking to whether or not there 

should be reimbursement to the United States if it owned Pensacola. 

Senator Monronry. If we had built a power storage for Fort Gib- 
con, but we didn’t: we built it for—— 

Mr. Gatrcneu. Pensacola. 

Senator Monroney. Yes. 

Mr. Garcneint. As Grand River Power Authority did. It didn’t 
build it for Fort Gibson: it ah it for Pensacola. 

Senator Monroney. But this is not contemplated by the Congress 
or anticipated in the payout ete or anythi iwe Is se. 

Mr. Garcue tL. Then you ought to repeal section 10 (f) and place 
em all on the same plane, same basis, because all that section 10 (f) 
iys is that headwater improve ments that give benefits should be paid 
for by those vhoeeesion the benefits; that is all it says. And that 1s all 
that this bill Says. 

Senator Purretyi. As a matter of fact. if there were a new benefici- 
ary that might be established at some time subsequent to today, would 
the Senator hold that he ought not. that that new beneficiary ought not 
to pay anything at all while two previous beneficiaries are, even over- 
spilled water ? 

Senator Monroney. If the new beneficiary goes in and is counting 
on storage up there to make his project economically feasible then ] 
think it isa matter for some concern, but to accept a thing that is built 
and engineered and change the rules at this late date, I just don’t see 
how you can do it. 

Mr. Garcuety. When the ‘"y were debating the Connecticut River bill 
in 1925, Senator Elihu Root, who h: id made qu lite a study of the prince 1- 
ples behind water resources development, pointed out that the licens- 
ing by the Federal Government of non-Federal powerplants might 
provide a series of pools and reservoirs which would control the 
streams, and he said by starting at the lower point and working 
gradually upstream the public would be benefited by these investments 
which are made. 

The Federal Power Act is drawn upon the principle that that is a 
sound way to do, to have your comprehensive development gradually 
evolved: as the economy of the are: ajus stifies the expenditure of further 
funds for additional powerplants and additional reservoirs, you put 
those in. 

The people can afford to pay for powerplants because they are using 
the power, and if they do that then by gradually reduc ‘ing the costs you 
enable these private powerplants to sell their power at less cost, and 


+} 
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if they receive a windfall then the State of Montana would not be 
doing it duty if it didn’t require r le werlng of the rates Dy the 
Montana Power Co. 


Certainly the Federal Power Commission, as far as it could, would 


\ 
that any W ndfall—and I don’t think it is a windfall—that any 
du tion in the cost of operatic n wo ild be reflected Ll the rates be- 
cause that is the onl wat to do, and if so, then, not the power company 
ut tl consumers served by those private powe1 companies ould re 
ive the benefits 
senator Pr RTELL. And it Vi uld be t more equit: le distribut 
among ti col mers. That is what it does: it ivs to the consumer 
» gets his power from a private power company, “You will not be 
alized for buying from the private company” 
Mr. Gat ELI As to cost 
Senator Purretnt. Tha ull I was talking abo that particul 
ph of cost 
Mr. GATCHELI That is right: not the water. but it is the cost of 
the improvement. The water is free, and | hope it always will be 
iree a far as the Federal Government can make it so. 
Senator Monroney. But by levying , this charge by the public project 


1 


inst the private project ups aca you are taking and adding to 
the cost of publie power to all of the pre ferred users of th: at power, 
are you not ¢ 

Mr, GarcHety. I would say, Senator—— 

Senator Monroney. This will raise the power rates on every public 
powerline. 

Mr. Gatcnetn. I doubt it. The list of projects which I have inserted 
in the record shows that there are a great many Federal projects which 
would not come under the bill, S. 3434. 

Now, as to those which would come under it, the increase in their 
operating costs and in the water-benefit charge would be a very, very 

small portion of that total operating cost and if it would call for any 
increase in rates I would be very much surprised. 

Senator Monroney. If this law is changed to where the preferred 
users—and they are the ones that are entitled to first call on this public 
power—must pay for a percentage of the power pool and siltation in 
the power pool upstream, then these rates must be reflected in the 
amounts charged the REA’s and the preferred users, then ? 

Mr. Gatcnetn. Senator, of course this bill doesn’t relate in any re- 
spect to the question of preference. That is an established policy of 
Congress. 

This bill merely goes to whether the consumers at those projects 
which are built by Federal funds should bear their share of costs. 

In the one case decided by the Commission dealing with the San 
Joaquin Power and the Cs alifornia Southern Edison Co., the propor: 
tion of the upstream benefits which were paid amounted to one, 2 and 
3 percent of those upstream costs, and I doubt if they would be very 
much in any event in any of these Federal projects whether the costs 
imposed under S. 3434 would actually be very material. 

We have no figures on that, of course, because these things would call 
for a considerable study and we have no way of knowing at this time 
what benefits will actually be received. 
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The question 1s mere ly whether the cost shall or shall not be borne 


DY al onsumers al ke, The bill goes on the principle that those 


power costs which are legitimate costs incurred in a legitimate man- 
ner si ld be borne by power consumers regardless of who builds the 


velopment. 
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cost V< uld he illoeat ad ¢ They were aske | { iss thie bil] OIVING 


the power to do it. 
GATCHELL. Yes: I can give you the crit i. That is why I 
ggested you will find the computations which were called for in 


— 


cete) ng headwater benefits are set out in the Com) ‘ oO} 
1939 in the San Joaquin t (And the crit re very definite 
[ wat tore re sed al T1dive | ower «ae vel 
oper 1 USE it he does not receive the benefit. ! if | ly svery, very 


] 
een! 


Senator Monroney. Yes; but I still don’t kno ist at what point 
that becomes useful to him. After he has exhausted his ow} Owe) 


] 
pool 


Mr. Garcuett. No. They maintain a power pr for two purpose 


Phey mainta na power poo] for the purpose of obta no head because 

the h oner the head the oreater the fall of wate ind the more the 
wba ty 

They also maintain a power pool for the purpose of using water for 


hours of heavy demand they mav dr: 


Wh. Then is the demand \ kens off they s] ut the 
machine down and store the water back up to 1ts tormer level, and in 
i 


VW 


peak p irposes, SO that in the 
their pool dow T! 


ng it in that way there is an advantage to the de eloper right where 
ect ee — 
el er poo s { LLead 
Now, when the water is released from storage at an upper develo} 
’ ‘ he ‘ad 3 +} 1 tray . 7 4 vit 
ent may e stored 1n ne aqdownstream powel 00] or 1tT may be 
sed immediately throug h the downstream powerplant, but the deter 
mination of how it shall be used at the lower plant is not a determina- 
tion by the upper storage d veloper but i determination by the lower 
Dowel developer. 


Senator Monronry. Let us get this thing as simple as we can, be- 
ause, in a normal year, with the river running just as it is planned to 
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¥ would there be ANnV cost levied against ort (71bso01 for Pensacol: 
Ol ore f 
Mr. GarcHELL. In a normal 


t 
Senator Monroney. In an ordinary vear. 


Mr. Garcuenn. In a normal year wi t Grand River, there 
\ \ oh flows, which are available for storage in the Pensacola 
ower pool, and, if t stored, and the flows are released at a time 
whet ie ort (ribson powerplant can e them: and It Gor use them. 
Phen, there is al t thatis conferred. Lf it does not use them, and if 
dic it undesirable to use them, there is no charge that could be 
mposed, either und present section 10 (1) or under t ie proposed bill 
now on hearing, S. 3434, 
senator MONRONEY. Phe only time I see that t they could be actually 
rece nea re imbursable benefit Is when their power pool Was ex- 
vusted, and when the upper power pool still had water in it. If 
the water were di Lares “(| ther nat the convenience of the lowe power 
pool, I think we uld be owing for water: but I do not see how we 


ould be owing seen in an ordinary year, just for keping 2 or 3 extra 
feet of water in the power pool. 

Mr. GATCHELL. Senator, the “2 or 3 extra feet,” which you dismiss 
so lel LIY, 1S, I assure vou, very Vi aluable. Eve ry single foot of head 
that can be — ined from the flowing water that is available increases 
the por el tput, and the \ therefore trv to ma ntain the power pool 
at the very maximum of usefulness. 

Senator Monroney. But only if they have a firm power commit- 
ment ¢ 

Mr. eee That is correct. 

sen r MoONRONEY. If they are ona “dump” basis, they do not eare? 

Mr. ( ie HELL. That is true; and that is why I say it depends upon 
certain very comp ylicated engineerlng computli iwions, to determine 
whether the lower deve loper has used the water that was released from 
storage; because it may well be that the Fort Gibson project, on some 
ocea ions, would hot find it economically desirable to use water re 
leased from the Pensacola project. I have tried to answer your ques 
tions fatrly, Senator. 

Senator Monroney. I think what this has opened up, Mr. Chairman, 

the fact that it has been a rather extreme ly complic: ated situation, 
one that overturns at least the statute which has been in existence 
foralongtime. IT certainly think we must hear some more witnesses on 
this matter. 

Senator Purre... [I want to thank Mr. Gatchell for a most enlighten- 
ing and extremely helpful discussion of this whole subject. Unless 
the Senator has other questions—— 

Senator Monroney. I have no further questions at this time. 1 


1 
1 
] 
I 


should like to read the record, to see if we can find out just what this 
bill proposes, and get other informat ion on how we are going to figure 
out how these charges will applv—how we arrive at the 1 percent, 
2 percent and 3 percent and the additional rate increase that this niay 
entail. 

Alr. GATCHIELL. I did not say. Senator, that it would result in 1 per 
cent, 2 percent or 5 percent rate increases. I said that, in the only 
case determined by the Commission, in 1939, the percentage of the 
ieadwater costs amounted to 2 percent or 8 percent—a very low pro 
tion of the headwater costs that were assessed upon the lower de 
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oper: and the benetits, of course, must exceed those costs before it 
yne a benetit. If the charges are higher than the benefits, 
en ft re is a ae ment; and th bill does not contemplate anything 
ce that 
Che effect of t po the rate from Federal powerplants 
omething which I could not state, because I doubt that it would 
ble, without having some experience, to determine at Pensa- 
nd Fort Gibson, for example, pears: how much those costs 
lt isa very diflicult matter, one th t calls for | 9 hy com- 
Our men worked for many months on this California case. 
group of eng e} vet = ae, plein aaa e Columbia Basin, 
e@ powel ompa ( a d the Bonneville ai Administra- 
tl ¢ to figure out enefits that were received from Grand 
( f d the other Federal roject ~ and the charges tnat hould be 
It is a very complex matter. It is something that cannot 
ted to you categorically. 
senator Monronry. Is there any urgency for this bill. if your 
department and all your great engineers, and everybody like that. 
vague on that question? Since it takes so long to work out one 
oject in California, should the Congress rush into the accept- 
ince of a complete * new theory of this thing? 
Mr. Gatcreti. Senator. at tetianh, 9 would think the basis of the 
ommendation by the Federal Power Commission was that, in equity, 
onsumers should pay for their costs. If that principle is wrong, 
then. of course, you should not Hr this bill; and, if the principle 
is right, then, whether it is 1 percent, 2 percent or 3 percent does not 


to me to affect the problem. 

Senator Monroney. I think it certainly would, if it is going to 
commit the Federal Power Commision to a nationwide reallocation 
of costs: and I do not see how you are going to do it with your 
present system, under which you, even now, cannot tell me what 
effect it will have in the way of rates. 

Mr. Garcneit. I cannot tell what effect it will have at Fort Gibson, 
because we have had notime in which to study it. 

Senator Monroney. I mean, that is only one of many different situ- 
ations that vou have. 

Mr. Garcnety. It is one of a number of different situations. We are 
engaged at this time in a study of the Columbia River, to see how the 
new projects that are going in will affect the situation. 

Senator Monroney. And, while I would not object if it results in 
an increase of only 1 percent or 2 percent in the amount of water 
storage where it is, is it such a minor thing that the cost of allocating 
these down to the last fraction of a cent might be a great deal more 
trouble than it is worth? Is not that true? 

Mr. Garcuer.. Well, that is what we found in our first application, 
on the Columbia River, that the actual reimbursement under the 
present section 10 (f) was so small, under the peculiar circumstances 
that had developed in the operations of those reservoirs and power- 
plants, that the companies just simply gave up their further pursuit 
of that particular study at that time. They waited until a later 
period to go into it further, because there will be ascertainable bene- 
fits, later on. That is what I was stating to you, Senator. 

Senator Purreiy. As a matter of fact, once you make a determina- 
tion of the rate base in a particular area or with respect to a particular 
project, then your basic work is all done? 
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Mr. Garcuety. The basie work is all done. 

senator Pr RTELL. You do not have to vO hack acaln to determine 
the rate base? 

Mr. Garcueny. It calls for studies of the figures every year, and 
it isa very minor thing to us. It is not a constantly recurring study 
of great magnitude. You get your operating figures, which you have 
to obtain anvhow. Companies on the Federal projects have to keep 
the studies in their records, anyhow, on all these projects, in order 
to know how they are actually running. 

Senator Purret.. In other words, what you have said is that, if 
we believe in this principle—and it becomes law, if this bill is passed 
vou feel you will not have too much worry about applying it? 

Mr. Garcuen.. No, sir; because, Senator, we are already under the 
obligation Congress placed on us in 1920, as far as I can see. With 
the limited staff that we have, we are making stiidies of the projects 
that I mentioned. Certain een il projects are benefited by power- 
storage reservoirs oper: ated | 7 power companies, But also private 
plants are benefited by Feder J storage reservoirs so that there will 
be full reimbursement to the United States for all ordinary benefits 
obtained in the past, and right down to date, as well as in the future. 
That will have to be done, whether this bill is passed or not. 

Senator Monroney. I understand that some 21 legislative recom- 
mendations were made in this year’s annual report by the Federal 
Power Commission. 

Mr. GatrcnHetn. Yes, sir. 

Senator Monroney. Is not this the only recommendation that has 
been made, that is the object of legislation designed to carry it out? 

Mr. Garcnetn. This is the only one on which the Budget Bureau 
has submitted to the Federal Power Commission the language of a 
bill. The other recommendations have been submitted—some of 


them 2 or 3 times—to Congress. The Budget Bureau has not sub 
mitted any bill to Congress, although the Congress, itself, has taken 
up some of them in the consideration of other legislation. This is 


the only one on which the Budget Bureau has submitted to the 
Coneress a bill. 

Senator Monronry. But this is the one that would raise the rates 
on publie power ¢ 

Mr. Gatcuety. I do not think so, Senator. I cannot say that. I 
honestly mean that. I do not know that it will raise the rates on 
public power. 

Senator Monronery. That is all. 

Senator Purretn. Again, I want to thank you very much, Mr. 
Gatchell. 

Lest I forget, I have here a statement submitted by Senator Wayne 
Morse. The Senator has asked that it become part of the record. 
Unless there is objection, it will become part of the record, following 


the remarks of Mr. Gatchell. 


STATEMENT ON S. 3434 SUBMITTED BY SENATOR WAYNE MORSE TO THE COMMITTEE 
ON INTERSTATE AND FOREIGN COMMERCI 


This bill would require the United States to pay private and other non-Federal 
dam owners for the incidental downstream benefits their structures provide at 
Federal dam operations. 








34 \ \ rO FEDERAL POWER AC 
( I O55 dye essag He 
I p the | 1? ‘ et Par e¢ of hvdroe etric projects which 
eet ais te} dments of other projects, either publie or private, 
e annual payme! he upstream developer in accordance with bene 
ed r) Fed Gove ment not required to make similar pay 
hen Fede proj 3 ( ich benef In simple equity, this should 
done I recommend enact nt of legislation which would require such Federal 
payvn t 
I am advised by the Federal Power Commission that non-Federal beneficiaries 
pstre egulatior v Feder dai are not paving for those benefits some 
ttem) have been made in tl past to administer is section of the Federa 
] Act which has been « e books since 1920. These attempts were aban 
ned because of the engineering and cost accounting difficulties encountered 
The cost of running the survey threatened to be greater than the revenues 
that were in prospect 
These difficulties would be even greater today with more Federal projects in 


ration on the rivers of the United State 

The philosophy of this proposal is certainly novel Mur streams are the 

mmon heritage of all the people When a license is issued to a non-Federal 
agency or a private utility it is conferred because it is deemed that the public 
convenience and necessity will be served and because the utility desires to invest 
funds and make a profit It should be borne in mind that the utility is using 
community property for which it does not pay and often has the benefit of the 
Government’s power to condemn property for a public use 

It makes sense that when the United States builds and operates a dam that 
nereases the efficiency of downstream non-Federal dams the downstream bene- 
ficiary should compensate the Federal Government if it is feasible to compute 
the payment 

The reverse does not follow. The non-Federal user is, in the first instance, 
employing water in streams that belong to the citizenry at large. Private 
utility power dams are not designed to improve the streams in order to create 
downstream benefits. That is an incidental byproduct of their operation. 

It would be strange to exact payment from the taxpayers to compensate 
utilities for such incidental improvements of resources that belong to all of the 
people 

I would appreciate having this statement included in the record of hearings 
on 8. 3484. 

Senator PurTteLL. I may say we announced, when we indicated that 
this hearing would be held, that we would be willing to listen to any 
other interested parties who might wish to appear as witnesses. Are 
there any other interested parties present at this time who wish to 
appear as witnesses? If not, I think, in fairness, I ought to say that, 
of course, this was more or less a meeting in which the subcommittee 
desired, today, to explore initially the merits of the bill, S. 3484. 
We have many, many bills that we have to act upon; and, if we find 
a time—and I hope that we shall—which will allow us to go 
thoroughly into the merits of this legislation, we shall hold further 
hearings. However, at the present moment, at least, we are unable to 
schedule such hearings, although I do not know what may develop 
upon a further study of the amount of time that we have available 
between now and when we hope to adjourn. 

Senator Monroney. I should like to say to the distinguished chair- 
man that, while he was out of the room, I remarked that the proposed 
bill S. 3484, seemed to change the existing law to such an extent that, 
if further hearings were held, with a view to reporting legislation on 
this subject, I thought we should hear some of the experts in the 
field of public power, exemplified by TVA, Bonneville, and particu- 
larly the Columbia River Basin, where the entire matter of public 
and private hydroelectric developments are vitally affected; that we 
should hear testimony from those experts. 
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Se UtO] Pur bul We re, OF coul e, anxious to cover all aspects of 


the niatter, » Thal we av have a complete underst mang, or as com- 
pl te an understanding as possible, before we take any action on it: 


We have had requests that statements and evidence, on the part ot 


others who have bee unable to app ir, be included in the record. I 
also think we have received 1 or 2 telegrams this afternoon. The 
record ll be held open. It will be open, as a matter of fact, for a 
long wh le, ] assume, and we shall have furthe r hearings. But we shall 


be willing and happy to receive any such statements, and to have 
them included in the record of our hearings on this si bject, without 
objec tion, I think there will be no objec tion. 

Senator Monroney. No objection. 

Senator PurTELL. Since we have no other witnesses present at this 
time, the hearings will be in recess until further call by the Chair. 

(Whereupon, at 3:50 p. m., the hearings of the subcommittee were 
recessed, subject to the call of the Chair.) 
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(Reimbursement by Federal Power Projects for 
Headwater Benefits) 


WEDNESDAY, JUNE 9, 1954 


UnNIrep STATES SENATE, 

SuBCOMMITTEER ON BUSINESS AND CONSUMER INTERESTS OF 

rue CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washinaton, D. ¢ 

The subcommittee met at 2 p. m., pursuant to call, in room G—16 
of the Capitol, Senator Wilham A. Y ivtell (chairman) pre sid oe 

Present: Senators Purtell and Monroney. 

Also present: Robert D. L’Heureux, committee counsel: Edward 
Jarrett, assistant chief clerk. 

Senator Purret.. The subcommittee hearings will come to order 
and our first witness on S. 3434 will be Mr. W. R. Farley, Chief, 
Division of License Projects, Federal Power Commission, who, I 
understand, will be introduced by Mr. W. W. Gatchell, General 
Counsel. 


STATEMENT OF WILLARD W. GATCHELL, GENERAL COUNSEL, 
FEDERAL POWER COMMISSION 


Mr. Garcuent. This is Mr. Farley, Chief of the Division of License 
Projects of the Bureau of Power of the Federal Power Commission. 

In view of the questions which were asked last time, I thought 
possibly you might want some engineering data on those partic ular 
points that were raised. 

Senator Purretn. Senator Monroney won’t be here, but I think 
many of the questions were raised by Senator Monroney, and I am 
sure that we welcome the answers which you have. 

Mr. Gatcueii. If I may just first read a paragraph which the 
Commission has approved, to give their views of some points that 
were raised by Senator Monroney. The Commission said: 

There would be no change in the practice heretofore adopted by the Federal 
agencies involved insofar as determination of project feasibility is concerned, 
since the feasibility of Federal hydroelectric projects is determined without 
consideration of the additional benefits toward which the bill is directed. Under 
the provisions of the bill, there would be included as an annual operating cost 
of a Federal hydroelectric powerplant an amount equal in dollars to the esti- 
mated charges to be paid by the Federal Government for any headwater im 
provement conferring power benefits upon that plant. Based on past studies 
by the Commission staff dealing with headwater benefits, it is believed that. 
in most cases, Such charges would be small in amount as compared with total 
project costs and benefits. Hence, their inclusion as a cost of the Federal project 
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STATEMENT OF W. R. FARLEY, CHIEF, DIVISION OF LICENSE 
PROJECTS, BUREAU OF POWER, FEDERAL POWER COMMISSION 


Mr. Farry. One of the questions asked meerning the tact of 
ial would be the Mag) tude of these pavVihients on account of head 
vater benefits under the prop sed bill and what would be the effect 
Federal rates paid by thie | nited States | have derived sSOlIe 
heures from the prelin har’ study made by the staff covering the 
projects in the Columbia River Basin. 
Senator Purrett. Mr. Farley, | wonder if we would suspend for a 
nute. I have asked counsel if Senator Monroney, who had asked 
thes parti ular questions, if he had been notitied that vou were com 
ng this afternoon. He knew. of course. of the meeting: but Tam not 


we he knew who the witness would be, so I think we are trying to 
see if he is on the floor. I think it would he be tter if we had Senator 
Monroney in here because another case hay arise that he nughit like 
LO ask, 

(Short recess. ) 

Senator Purrett. Thank vou for waiting. I regret the interrup 

on, but I did think it might serve a useful purpose. 

Will you proceed, the 5 Mi. Farley, if you will? 

Mr. Faruey. I believe I stated that these figures are derived from 
1 Commission staff study for projects in the Columbia River Basin, 
ind tl ey represent conditions as they would he about 5 years from 

ow W hen all the projer Ts now inder construction would be completed 
except The Dalles. ‘That would be practically completed. 

Under those conditions, we estimate that the Government under 
the terms of this bill would pay about $300,000 a vear to nonfederally 
owned property, owners cf reservoirs who would be provided benefits. 
On the other hand, the Government would receive about $435.000 a 
yeal from non Federal agencies. 

Senator Purreni. None of that $300,000 is presently being paid 
by the Federal Government ? 

Mr. artery. No, sir. 

Senator Purreti. Nor is any of the $435,000? 
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Mr. Far ‘LEY. None ot that, vpecause these represent conditions. 

Senator Purret.. Objectives / 

Mr. Farry. Yes, sir; but these latter sums are subject to the pas 
ment under the present act. 

Senator Purrei.. Yes, yes. 

Mr. Fartey. So that the net result would be that the Government 
everall would not pay but it would receive a net of about $135,000 a 
year, 

Going back to the payments which the Government would make, 
and based on estimated revenues for the Bonneville system, that pay 
ment represents about four-tenths of 1 percent of the revenue, so you 
can see it is a pretty insignificant amount, and in terms of the cost of 
a kilowatt-hour it is about one one-hundredth of a mill. 

Senator Purretn. So the effect—which is one of the questions he 
asked you—the effect upon the rate would be infinitesimally small? 

Mr. Faruey. Yes; far beyond other elements, the degree of control 
and accuracy of other elements. 

I believe that answers one of his questions. 

Another, I believe, went to the cost to the Commission making these 
llivestigations. I have made a rough estimate of what it would cost 
to make. 

Senator Purreri. You are speaking now of the initial investiga- 
tion / 

Mr. Farury. Yes, sir. 

Senator Purret.. Subsequent investigations should be predicated 
on What you develop in the first investigation? Am I right? 

Mr. Fartry. That is right. My rough estimate is, it would be $16,- 
OVO, provided we get into no amount of disagreement among the vari- 
ous parties, and I think that at any rate not more than $20,000, That 
would be for the initial one. And, from past experience with others, 
the recurring one would be very materially less. 

Senator Purreti. You have got the base, you have your formula 
established. You have got your information. Then it is simply what 
other units— 

Mr. Fartry. Well, yes: as other units come into the pattern. 

Senator Purrei.. That is right. 

Mr. Fartey. I might point out that this bill has another feature in 
it that it would permit the Commission to make future determinations. 
Under the present custom it is all based on historical past. It is rather 
tedious. This would permit the Commission to make a determination 
for a period of 5 years at once. That might be good for another 5 years 
if there were no change in the physical situation. 

Senator Purret.. That is right. 

Mr. Fartry. Then, supporting or along some of the estimates that 
Mr. Gatchell read from the Commission as to what would be the effect 
of a Government payment on the feasibility of the project, I have 
ts be nas an example the McNary project as it would be when it is in 
full operation and find the effect of payment by the Government to a 
non-Federal storage facility. Storage facilities at the McNary when 
it is in full operation would amount to less than half a percent of the 
annual cost of the project. 

Senator Purreii. A half of 1 percent? 

Mr. Fartry. Less than half of 1 percent. That is sort of beyond 
the realm of accurate estimating. Maybe for the reporter I should 
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out that these figures I gave you at the start are annual rates, 


point 
innual payments. 
Senator Purreiy. Your $300,000 and the $435,000—— 
Mr. Farry. $435,000, that is right. 
Senator Purrert. Have you some other information that you wish 


to give us’ 

Mr. Fartry. I am perfectly willing to answer any question I can. 
I think I have covered what was asked. 

Senator Purre ty. I thought Mr. Gatchell had answered most of our 
questions last time in a most excellent manner. Were these questions 
which arose during the hearing that as | remember Senator Monroney 
was mostly interested in getting the answers to. I am not sure that 
you have covered them all. I do not know that you have not. 
~ Mr. Garcuene. We have, Senator, gone through them carefully to 
see everything that he asked was answered except we did not have 
specific figures which we thought he should have and this gives him 
the specific figures. 

Senator Purreiy. If those are the answers, there are no questions 
which I have to ask, and unless you have other testimony you wish 
to give, I thank you for being here. 

Is Mr. Gus Norwood, executive secretary of the Northwest Public 
Power Association, Vancouver, Wash., here? I wanted to be sure his 
name was called, as he had asked to testify. 

Mr. Charles J. Fain, legislative assistant, National Rural Electric 
Cooperative Association, with headquarters in Washington. Mr. Fain, 

are glad to — you with us. 

Mr. Fain. Mr. Chairman, would it be possible for us to get a copy 
ot the statement ca by the gentleman from the F ederal Power 


Commission ? 


Senator Purre.y. There was no written statement submitted today. 
There was one submitted at the last hearing. Have you got those hear- 
ings available? These are not in print, but only in transcript form. 


Senator Monroney is here. I wondered, since Senator Monroney is 
here, would you mind if we asked you to defer your testimony while 
we call Mr. Gatchell and Mr. Farley again, if you will? 

Senator Monroney, Mr. Gatchell, General Counsel of the Federal 
Power Commission and Mr. Farley, Chief of the Division of License 
Projects, Bureau of Power, Federal Power Commission both came 
here today to bring the answe rs to some of the questions which you 
had asked and so I thought that you wanted to be here when that 
was going on. 

They have already testified but it is brief and it will be a reiteration 
somewhat of what they already said. 

Mr. Fartry. Senator, we had gone over your questions and answers 
which I gave at the hearings and endeavored to meet every question 
that you have raised to see what the answer would be, if we c ould give 
it to you. I have read to the chairman and put in the record a state- 
ment by the Commission on some of the points that you raised. One 
of them having to do with the economic feasibility ratio of these 
projects, the Federal projects. And the Commission has given con- 
sideration to that and they said that under this bill— 


it is apparent that there would be no change in the practice heretofore adopted 
by the Federal agencies involved insofar as project feasibility is concerned, since 
the feasibility of Federal hydroelectric projects is determined without con- 
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sideration of the additional benefits tow: ard hich the bill is directed Under 
the provisions of the bill, there would be included as an annual operating cost of 
a Federal hydroelectric power plant an amount equal in dollars to the estimated 


charges to be paid by the Federal Government for any headwater improvement 
conferring power benefits upon that plant. Based on past studies by the Com 
mission staff dealing with headwater benefits, it is believed that, in most 
cases, such charges would be small in amount as compared with total project 
costs and benefits Hence, their inclusion as a cost of the Federal project 
generally would have no material effect upon the economic feasibility of the 
project. 

Also, the bill would not impose any retroactive obligation upon the United 
States, since, as to constructed powerplants of the United States the bill would 
impose a liability only from the date of its enactment as an amendment to 
the Federal Power Act. 

Finally, the costs of administering the bill in addition to the costs presently 
incurred and to be incurred in administering section 10 (f) of the Federal 
Power Act would be negligible, for almost the Same computations must be made 
at present as would be called for under the bill. 

Mr. Farley has figures on that. 

Senator Purrert. Mr. Farley. 

Mr. Farutey. I have some ficures that I have developed from a 
preliminary staff study made by the Commission’s staff for projects 
in the Columbia River Basin. It covers a condition that would 
exist about 5 years from now when all the projects now under con- 
struction would be completed, except Dalles, and that would be near- 
ing completion. Under the provision of the proposed bill and under 
those conditions, the Columbia River Basin, the United States would 
pay non-Federal reservoirs, or the owners of non-Federal reservoirs, 
about $300,000 a year. On the other hand, it would receive from 
non-Federal owners of the projects in the same basin about $435,000 
a year. So that the net result would be that the Commission, that 
the United States would not pay anything out but would receive a 
net of about $135,000. 

Senator Monrongey. These are the e re rative electric distric tS, are 
they, that they would be paying and charging, or is it privately 
owned ut ility ¢ 

Mr. Farney. All non-Federal. The figures include private utilities. 

Senator Monronry. Are there any non-Federal on the Columbia 
River that would be paid? 

Mr. Fartry. Yes; there would be PUD. 

Senator Monronry. That is the cooperative deal, isn’t it? 

Mr. GarcHe.L. Yes. 

Senator Monronry. But is there any privately owned corporate 
utilities involved in this development ? 

Mr. Fariery. Yes. 

Senator Monronry. They are also in that? Puget Sound, Mon- 
tana Water Power Co., Washington Water Power Co.? That does 
not go for the Hells Canyon? You have nothing figured on that 
possibility ? 

Mr. Faruey. No, sir. These are projects that are now actually 
under construction. 

Senator Monronry. Yes. But the principle is still the thing I am 
trying to get at even though it washes back and forth. I am just 
wondering about the biggest river we have to deal with and the biggest 
amount of development “and probably the most mixed development, 
you still wind up ona year ’s basis. 

Mr. Farry. These are annual. 
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si itor Monronery. Of S150.000 4 

Mr. Fartey. $135,000 to the United States. 

_ ator Monroney. Yes: but that 1 thre diff rence bet ween after 

exchange the mutual benefits on the river and after all the com- 
piliation, gag ng. and things of that kind would be had. 
~ Senator Furrern. We have some figures, Senator, and Mr. Farley 
will present them on the cost of making this initial survey. The 

ine cost would be. I wm derstand neghaible but you have the 

ost, have you not? 


Mr. Fartry. Yes: I have estimated the cost of making the first one 
where the principles are established, would be about $16,000 providing 
we ran into no disagreement or litigation and probably not sZ0.000 
at the most. 

Senator Purrett. Am I correct in stating that subsequently costs 
would be negligible ? 

Mr. Fartey. Much less, based on our experience in other cases, it 
would be much less. 

Senator Monronry. $16,000 base ? 

Mr. Fartey. For this particular basin. Other basins would be less, 
depending on the complexity. This is by far the most complex basin 
we have in the United States. 

Senator Monroney. Others would be in proportion to the $16,000 
that you spent on this one? 

Mr. Fartry. Sir? 

Senator Monronery. The others would be in proportion as to the 
size and the development, the number of dams, and the water and 


things of that kind ? 

Mr. Fartey. That is correct. It would be materially less in all the 
others. 

Senator Purres. You think it would be as high as any ? 

Mr. Farry. I believe it would be the highest. It is the most 
complex basin in the country. I also gave some figures relating to 
this $300,000 payment that the United States would make. It repre 
sents about four-tenths of 1 percent of the revenues that the Bonne- 
ville system would bring in at that time. And in terms of cost per 
kilowatt-hour, it would be about one-hundredth of a mill per kilowatt. 

Senator Purrei.. Difficult to pass on in that form. 

Senator Monroney. Be absorbed probably. 

Mr. Fartry. Actually, there would not be this addition on account 
of the fact that the net of the exchange is in favor of the United 
States, as a receipt in favor of the United States rather than cost. 

Senator Monronry. Would that mean, then, a reduction since it 
was more for Bonneville Power, since it was the purpose, as I under- 
stand the general counsel, that we wanted this. the whole reason for 
this thing being in here was the fact that somebody down at Federal 
Power Commission got stenographers to work and found the law said 
the users of this power had to bear their just proportion of the cost 
and if we have gone through all this hearing and things to pass both 
Houses and we come up with what figure now on the electric rate? 

Mr. Fartry. The change? About four-tenths of a percent. 

Senator Monroney. I am talline about the electric rate. 

Mr. Fartry. One-hundredths of a mill per kilowatt-hour. 

Senator Monroney. To get our rates in line. As I understood, that 
was the purpose of this legislation. 








1) \ ( | ] KA Pt I AC'T +.) 

Mr. GATCHELI L did not in in to give the lmpresslo that that was 

the purpos 1} purpose of thre leoislath ) entirely separate from 

that. It Is to divide these costs among those who recelve the benefits. 

\1 | Vou raised the quest on as to whethe it would aflect the rates 
‘ ‘anal < . l. ; ] | ' 4] 

and our analysis of it is that it would not. And this is to show that 


it would not atfect the rates, but it cloes afiect very mate ially the cost 
of the headwater facilities themselves, which are designed. 


Senator Purretn. What you were talking about is equitable dis 
tribution of those costs. 

Mr. I ARLEY. There s another feature in the bill in that it would 
permit the Commission to make advance determinations of the head- 


water benefits whereas under our present law, the determinations are 
bs ed on historical, that IS, past oper: ations. And the new one would 
then permit, and would be done year by year, it is somewhat of 
tedious operation. This bill would ile the Commission to make 
an advance determination, say for a period of 5 years. That deter 
mination would hold for until such time as conditions warranted 
it and in that way it does result in a definite improvement from an 
administrative point of view. 

Senator Monroney. Tell me how this would work on Hell’s Canyon 
if we build subsequent dams on that river downstream. Would all 
future Government dams be compelled to pay to the Idaho Ligh 
Power Co. for headwater benefits if there was the top dam on the 
stream / 

Mr. Faruey. If the Idaho Power Co. built the storage reservoir, 
then there would be payments made by the Federal Government to 
the owner, to the Idaho Power Co.. to the extent that there were 
benefits paid. 

Senator Monronry. Suppose we had six Federal dams below that 
Would we pay them six times for that headwater / 

Mr. Farry. Paid for whatever benefit each one of the six actually 
realized from the headwater. 

Senator Monroney. If this was headwater dam, each of the six 
would be paying into Idaho Light & Power Co. for whatever head- 
water rights the Commission found. 

Mr. Fartey. Whatever improvement the headwater actually pro 
vided at the downstream plants. 

Senator Monroney. All of them would—not just the first one. 

Mr. Fartry. Evervone that received any benefit, and presumably 
they would. 

Senator Monronry. If any water flowed down the stream, they 
would receive benefits from the headwater dam. So if we confined by 
this bill. if we passed it that we would be in effect paying for the water 
whie h be longs to all the people as it flows down the d: am or over their 
dam, that we would pay six times for that same water—— 

Mr. Fartry. No, sir; you would be paying for the improvement of 
water, the improved regul: ation of water. 

Senator Monronry. But if that dam had not been built, the water 
would still flow down the river. 

Mr. Farury. It would have, but not in useful form. 

Senator Purrenr. Not uniformly. 

Mr. Fartey, Not uniformly. It would come down in large quan- 
tities in June and July, May, June, and July, at which time there 1s 


a lot of water all over the Columbia, and it. has the least value at that 
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time. If it came down in a lat I pe riod. 1 the fall. sav. from Octobe 

on through February, when stored water is very much needed- 
senator M NRONEY. Suppose that in the construction of that dam 

t had been a small dam not sufficient to hold back the oreat water and 


to properly regulate the stream as to maximum development down 
stream of that water, we would still have to pay for a low - vel dam 
that would not be sufficient to utilize to the maximum the stream flow, is 
that not so? 

Mr. FARLEY No, sir: there is no payn ent made unless the re 1s bene 


fit realized and if there were no storage in any of these dams in the 
ppe Middle Snake. so-called, then there could not be any benefit 
LIIZeC « lown below and no payment would be due. 
Sen * Monroney. Any dam that has to back up some water, even 
low evi aaa: is going to have some benefits 7 
Mr. Fartey. Not practically. The so-called run of river plant 
ovides no apprec! ible benefits downstream. It has to be storage on 


least an annual basis. 

Senato MONRONEY. The dam as projected now for the Idaho Light 
& Power Co. at Hell’s Canvon does not do that ? 

Mr. = \RLEY. Yes, sir; one of them, the upper one at Brownley, 
would ] » about a million acre-feet of usable storage. That would 
if some downstream benefits. 


rovic 
Senator Monroney. Let me ask you. | Sup pom No. 2 dam was built 
downstream from the headwater dam, a high-level dam that would 
po ind 10 times as mu I) Water as the orig nal dam above if, ASStUM 


ng a hypothetical case, that dam, the No. 2 dam, would still have 
to pay for headwater benefits to the No. 1 dam even though it was low 
level; is that rieht? 

Mr. Fartry. To the extent that it actually realized benefits. 1 
think under the conditions that you stated where the difference in stor- 

ge was 10 times the upper one could not give an y benefit to it because 

the very large next-to-the-top-one would be able to control the river 
whether the upper one was there or not. Under those circumstances, in 
my opinion, there would be no benefit provided by the upper dam. 

Senator Monroney. The second dam, if it were a Federal dam, and, 
say, five others downstream, if they were all Federal, would pay no 
benefits because it would be all under the same operation : is that 
right? 

Mr. Fartey. That’s right. But my point is, 1 might point out that 
in a rather complex system like the Columbia River, in making these 
studies, every reservoir providing a benefit, every project receiving a 
benefit, and no matter how they are interspersed, ‘have to be taken into 
account in your headwater calculation because to determine all of the 
benefits provided, by whom they are received, and then they are appor- 
tioned on a basis of where they come and it is for that reason that ™ 
have to take into account even under our present studies the Federa 
projects as well as non-Federal projects, and that leads up to the wm a 
question, and the reason why, as Mr. Gatchell stated, that should this 
bill be passed there would be no difference as far as the cost of admin- 
istration is concerned. We are doing it now. The only thing, we 
compute the payment that the Fede ral facility would have to pay but 
of course it was not payable under the present act. 

Senator Monroney. That is all I have. 
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Senator Purrecn, Counsel wishes to ask a question. 

Mr. L’Hevrevx. For purposes of simplification, let us say that the 
storage cost comes to $2,000, and that you have 10 power projects that 
are benefited equally. What is your basis for estimating the cost to 
each project? Do you go by what that water is worth to the project 
benefited or is there some pro rata distribution of costs? If there 
were 10 projects benefited equally, would they pay approximately 
$200 apiece for that storage? 

Mr. Farxey. It is done in this way, that the project providing the 
storage also probably generates and benefits from the storage within 
itself. Then the benefit received at the site plus every benefit all the 
way down are computed in terms of, we will say, kilowatt-months or 
kilowatt-hours or whatever it is. Then the annual cost of the storage 
facilities, storage facilities exclusive of the generating equipment at 
the upper plant, is then apportioned all the way down the line in pro- 
portion to the benefits received. 

Mr. L’Hevrevx. There is, therefore, no pyramiding of costs—each 
project benefited pays a pro rata share of a fixed cost in accordance 
with benefits actually received and used—there is no pyramiding of 
costs? It isa pro rata affair? 

Mr. Farry. Pro rata of a fixed cost. 

Senator Monroney. Let me ask one other question. Suppose it is a 
multipurpose dam and water is being used for irrigation in the lower 
dams. Then you would have nothing to do with that portion of the 
cost ? 

Mr. Fartey. No, sir. The facility, we will say the top reservoir, 
which is multipurpose and serves irrigation as we ll as nav igation and 
power, one of the first steps is to allocate the costs of the upper unit 
to so much to power, so much to irrigation, so much to navigation, 
and it is only the cost allotted to power which is distributed among 
the power users and for no other purpose. 

Senator Monroney. If we have a policy for power, would it not 
have to be applied to the irrigation benefits by someone else? 

Mr. Faruey. Mr. Gatchell could probably answer that. I presume 
that would be done under the reclamation law. 

Mr. Garcuen.. The bill does not deal with that, Senator; it is 
confined to power benefits There is always a benefit to irrigation 
when water is stored at time of high flow and released later for use 
downstream. They. do now get those incidental benefits without 
charge to irrigation users. I would think that policy would be 
continued. 

Senator Monronrey. If we make a policy that so many thousand 
gallons of water are chargeable for power, if we adopted such a policy, 
why would it not be expanded in the same degree of justice to the 
irrigation benefits? 

Mr. Gatcnety. In President Truman’s water-policy report they 
do suggest that you should ascertain the costs rece rived by irrigation 
developers and cost of benefits received by irrigation developers, and 
that is a policy question for the Congress, but it comes up entirely 
separate. 

Senator Monroney. It is in the same general direction as this. 
If we pass this, we would, by all logic, have to do the same thing 
for irrigation. 











GrATCHE! tter th the Congress, aS a matter 
( WW e category but as to whether or not 
( decides te ess the headwater benefits against irrigation 
e ag Coneres has heretofore recognized tne 
( rovided othe eans of constructing 
er f the one that Is propos d he re. This 1s 
{ different, on al rel differen OASIS. fae a basi that 
} ( . Ms, Shout share equitable in the cost 
pro Y r storage Tacilities. Phat is all that this does. 
Mir. Fartey. The way it has been done is that the upstream facility, 
vides benefits f rrigation as well as power and other uses, 
rt of the eost ott if. Ta itv V ould be allocated to irrigation. Then 
vy understanding that the irrigators who use the water that is 
proy ded by the facility for irrigation then pay for it under the pro 
ms of re on la Phat practice has been in vogue for many 
ven) 


Senator Purrett. Thank you very much. I particularly appreciate 
your coming back and testifying twice. 
Without objection, there will be inserted at this point m the record 


the Federal agency comments upon this bill. 


DiPARTMENT OF THE INTERIOR 
OFFICE OF THE SECRETARY, 
Washington, D.C... June 2, 1954 
I] JOHN W. BrRIcKER, 
Chairman, Committee on Interstate and Foreign Commerce 
li nite Ntates Nenate, Washington 25. D. ¢ 


My DrAr S \ror BrickEeR: This is in response to your letter of May 24, 1954, 
juesting the colnments of is Department on 8S. 8434, a bill to amend section 
10 (f) of the Federal Power Act to provide that charges shall be paid by Federal 
power projects Which are benefited by stream improvements constructed by other 
parties, the payment to be determined in the same manner as for charges to be 
paid by non-Fe ‘eral interests, and for other purposes 
Department favors enactment of this bill. 

Careful consideration has been given by the Department to the provisions of 
this bill and to the general problem of computing and assessing benefit ‘charges 

among water-resources projects. The Department is currently cooperating 
with the Federal Power Commission in its investigations to determine head 
water benefits accruing to licensed projects from the Grand Coulee, Albeni Falls, 
and Hungry Horse projects in the Columbia Basin and the Canyon Ferry project 
in the Missouri River Basin 

One of the principal objectives of the bill is to provide that benefit charges 





re 


be accessed on Federal power projects which are benefited by other stream 
improvements owned by non-Federal interests. The Department fully agrees 
with this objective. As the President stated in his 1955 budget message it is 





only equitable that this be done. If non-Federal interests are assessed for 
payment of benefits received from Federally owned projects, they should be 
compensated when their projects in turn provide benefits to Federally owned 
projects 

An earlier version of this bill in draft form hes been reviewed by the Depart 
ment which suggested certain perfecting amendments The language of S 
3454 adequately takes account of the suggestions of this Department and we have 
no further comments or s) 

The Bureau of the Budget has advised that 
mission of this report to the committee 

Sincerely yours, 





gestions 
there is no objection to the sub- 


Ratpw A. 'Tupor, 
lcting Secretary of the Interior. 
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DEPARTMENT OF Ht TREASURY, 

Washingto D. ¢ May 24, 1954 

Hon. JoHN W. Bricker, 
+ 


Chairman, Committee on Int state and Foreign Compr 





United States Senate Wash tO >. € 

My DEAR Mr. CHAIRMAN: Re ence is made to your request for the views of 
Department on S. 3454 bi oO amend secti 10 (f) of he Federal Power 
Act to provide that charges shall be paid by Federal power projects which are 
benefited by stream improvements constructed by other parties, the payment to 
e determined in the same manner as for charges to be id by non-Federal 

interests, and for other purposes 
rhe proposed legislation would mend the ! Pov \ equire that 
hydroelectric power projects owned by the United States shall pay the same 
charges as do non-Federal projects for any benefit received as a result of the 
construction, operation, or maintenance of an reservoir or other water-use 


facility. 
This Department has no Comments to make on the proposed legislation 
Very truly yours, 
ELBERT P. TUTTLE, 
General Counsel 


DEPARTMENT OF THE ARMY, 
Washington, D. C., May 26, 1954 
Hon. JOHN W. BRICKER, 
Chairman, Committee on Interstate and Foreign Commerce 
United States Senate. 

Dear Mr. CHAIRMAN: Reference is made to your request for the views of the 
Department of the Army with respect to S. 38434, 83d Congress, a bill to amend 
section 10 (f) of the Federal Power Act to provide that charges shall be paid 
by Federal power projects which are benefited by stream improvements con 
structed by other parties, the payment to be determined in the same manner as 
for charges to be paid by non-Federal interests, and for other purposes 

The Department of the Army has considered the above-mentioned bill. The 
purpose of the bill is stated sufficiently in its title 

Section 10 (f) of the Federal Power Act now provides for payment by licensees 
under the act for benefits received from construction work, such as headwater 
improvements, of other licensees, permittees, or the United States. In addition, 
provision is made for payments by owners of unlicensed projects for such benefits. 
This bill would extend these provisions to agencies operating Federal power 
projects benefited by any reservoir or other water-use facility, except that actual 
payments shall be required for benefits furnished by one Federal facility to 
another only if the cost of operating one of the facilities is payable from a 
revolving fund and the operating cost of the other is payable from some other 
fund or direct appropriation. Where no payment is required, the charges would 
nevertheless be considered as an expense of the facility receiving the benefit and 
as revenue of the other facility, with an appropriate adjustment in the repayable 
capital invested in each facility. 

The Department of the Army interposes no objection to the enactment of 
S. 3434. 

In view of the urgency of furnishing the views of the Department to your 
committee, the advice of the Bureau of the Budget has not been obtained with 
respect to this report. 

Sincerely yours, 
Rosert T. STEVENS, 
Secretary of the Army 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF LEGISLATIVE LIAISON, 
Washington 25, D. C. June 1, 1954. 
Hon. JoHN W. Bricker, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 
Dear Mr. CHAIRMAN: Reference is made to the letter of May 26, 1954, from the 
Secretary of the Army to you, expressing the views of the Department of the 
Army with respect to 8. 8434, 838d Congress, a bill to amend section 10 (f) of 
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the Federal Power Act to provide that charges shall be paid by Federal power 

ro; which are benefited by stream improvements constructed by other 
parties, the payment to be determined in the same manner as for charges to be 
paid by non-Federal interests, and for other purposes. 

Inasmuch as the committee had requested that action be expedited, the report 
was submitted to the committee without a determination by the Bureau of the 
Budget as to whether it conformed to the program of the President. 

This is to inform you that the Bureau of the Budget, on May 28, 1954, advised 
the Department of the Army that it had no objection to the report submitted to 
you on May 26, 1954. 

Sincerely yours, 
Jonn H. HOvuGEN, 
Colonel, JAGC. Chief. Le lative Division. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., May 27, 1954. 
Hon. JOHN W. BrICKER, 
Chairman, Committee on Interstate and Fo n Com ce, 
United States Senate 

DrAR MR. CHAIRMAN: Reference is made to your letter of May 12, 1954, request- 
ing any comments I may care to offer concerning S. 3484, 83d Congress, entitled 
“A bill to amend section 10 (f) of the Federal Power Act to provide that charges 
shall be paid by Federal power projects which are benefited by stream improve- 
ments constructed by other parties, the payment to be determined in the same 
manner as for charges to be paid by non-Federal interests, and for other pur 
poses.” 

It is noted that the title of the bill purports to amend section 10 (f) of the 
Federal Power Act while section 1 of the bill specifically provides for the repeal of 

ction 10 (f). Consequently, in order to be consistent it is suggested that, if a 
repeal is intended, the reference to section 10 (f) be deleted from the title or, 
if an amendment is contemplated, the words “amended to read as follows’ be 
substituted for the word “repealed” in section 1 of the bill, lines 5 and 6 deleted, 
and the words “See. 10. (f)”’ substituted for the words “See. 31. (a) in line 7. 

This Office has no information as to the need for or desirability of the pro- 
posed legislation and, therefore, except for the changes suggested above, I have 
no comments to offer with respect to the bill 

This report has been made in triplicate, as requested 

Sincerely, 
FRANK H. WEITZEL, 
icting Comptroller General of the United States. 


Our next and last witness is Mr. Charles J. Fain. You were here 
before and I appreciate your cooperation. 

Mr. Far. It is quite all right, Mr. Chairman, I was interested in 
the discussion. 

Senator Purreii. We will be pleased to hear from you at this time. 

I unde ‘rstand that the gentleman with you is Mr. Robinson who is 
here to answer technical questions ? 

Mr. Farn. Yes, sir. 

Senator Purreti. Proceed, s 


STATEMENT OF CHARLES J. FAIN, LEGISLATIVE ASSISTANT, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Mr. Fain. My name is Charles J. Fain. Iam the legislative assist- 
ant of the National Rural Electric Cooperative Association, which is 
the national service organization representing some 92 percent of all 
REA-financed rural electric systems operating in 42 States and the 
Territory of Alaska. First, I would like to explain to the committee 
why it is that our member systems have such a stake in the outcome of 
Senate bill 3434, which is being considered by you today. 
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During the fiscal year 1953 the rural electric systems throughout 
the United States ore ~ 13.1 billion kilowatt-hours of enerey. 
This represents an 1 here: f 15 percent ovel the same figure f nr fiscal 
1952. and indieat thar dies sluiartnal teniia od thee tamed aaee cee ate 
Ing rapidly and ive not ceased to grow even though in mos rea 

yuut 9O percent of the fan ire } v electrified It is interesting 
to note that our 1 vital power eq irements Cost our mel bet hhh 
lion fol f} ul 1995 During that year ( b> billie LO ul hou Ol 
19.3 percent of our total power requirements, was purchased fron 
Vate ut litv co) | wes, However. we di pureh 
vatt-hours, or 29 percent of our total needs from Fed tL power mal 
keting ge Ss. Wi cvenerated L.S82 billion kilow itt-] By ae re] 

nt of the total ourselves, and the remaining 7.7 percent we purchased 
i! l ! cel] 1e¢ Ss SOUTCeS Tl ( re Lily ippal 
iny measure which significantly affec e cost of Fede power v 

have a direct effect upon oi ember system \s W 
me ite bill 3434 will inevitably drive up the cost of power ge rated 
it Federal projects, it is essential that Senate bill 3434, at least in it 
present form, not be approved by the Congress. \"\ 1 yo ir pe rh 
sion I would like to set out in the remainder of this statement, in detail, 


why we feel Senate bill 3454 is not in the best interests of the rural 
electric systems throughout the United States: and also why it is 


in the best interests of our Government in the comprehensive 11 j 
by wan it is drawn. 
The National Rural Electric Cooperative Association 1s opposed to 


Senate bill 3434 for several reasons. First of all, let me say that we 
are not opener to the veneral principle that a water resource de 


velopme nt constructed by one party from which attributable benefits 
acerue to a second alae: should not be reimbursed by the second party 
for such directly attributable benefits. However, we are of the opin- 


ion that the legislation contained in the instant bill is premature and 
much too broad in light of the existing circumstances. 

As the subcommittee is we m aware, the Federal Power Commission 
has long been vested with the authority to assign annual charges 
against privately owned water resource developments for benefits 
which accrue to them by reason of the existence of Federal multiple 
purpose dams upstream. To tlie best of our knowledge, the Commis- 
sion has not yet exercised its authority under this particular section 
of the Federal Power Act, and the Federal Government has, at the 
present time, never received any payments whatsoever for benefits 
accruing to privately owned projects. Interior Department figures 
indicate that the Hungry Horse project on the south fork of the 
Flathead River in Montana will benefit privately owned downstream 
plants owned by the Washington Water Power Co. and Montana 
Power Co., in the amount of some 163,000 kilowatts of firm capability. 
The Hungry Horse project has been on the line for almost a year now, 
yet the F ‘ederal Power Commission, to our knowledge, has entered no 
final order establishing payments for these benefits by the private com 
panies to the Federal Government. <A similar situation exists’ in 
the southeast United States where the Federal Government has con- 
structed the 208,000-kilowatt John H. Kerr Dam on the Roanoke 
River in Virginia. 

The Virginia Electric & Power Co. has been granted a license to 
build the Roanoke Rapids site downstream from the John H. Kerr 








benef wen no to The hi Lhoke 

; Piha J Ixerr Federal Dam 

nctrs n have bee nate it Trom S305 St to S1.450,000 per vear, 

ae Powe’ entered no final order assigning 
efits. but : 1 statement of findings and order, 

te the onerat o hereht of the Roanoke Rapid Pool, dated 

52. at tha Comm on: than rat lered favorable light 

2 Qi) . “ar. rather t! ms of the higher 

all The Com: "4 Fe. that t enefits accruing to the 

R " eX sively « remental energy in 


al firm eapability was made available 

eX ce oT The pstream Fed proyect Che Commission 
ipparel tly did not consider the fact th it were the Federal Govern- 
operate on an integrated basis both the John H. Kerr Dam 


| { Roanoke Rapids project, as was originally contemplated, 
nal firm power would in all pre bility. be made ava lable by 
teorated operation of these two projects. In other words, here 

he Federal Government is deprived of the right of operating the 
two projects as an integrated whole by the granting of the Federal 


Power Commission license to the Virginia Electric & Power Co., yet 
ng the benefits accruing to the power company, the Com 
! on did not consider this fact. And it should be emphasized that 
this is a very substantial e¢ sideration in nearly all cases where the 
Federal Government is deprived of operating two or more projects 
on a given stream on an integrated basis by the granting of a Federal 
Power Commission license to a private utility company to construct 
ind operate a project previously reserved for integrated operation 
by the Federal Government. 
the case of the Blakely Mountain Dam 1} Arkansas, whieh will 
benefit the Remmel and Carpenter hvdroelectric projects located 
ownstream, the annual benefits aceruing to the Arkansas Power & 
Light Co. from the Federal Blakely Mountain Dam have been esti- 
mated at from $90,000 to $350,000 per year. In this instance also the 
Federal Power Commission is now considering the problem but has 
» specific findings. We know of no instance in which findings 
been made which have resulted in payments to the Federal 
(rovernment for ay nefits accruing to dow} tream projects owned by 


private utility companies, and in the absence of such specific findings, 
ind beeause of the wide diversity of opinion existing among the 


experts themselves as to these benefits, in the consequent absence of 
nv body of precedent and administrative procedure to act as a 
onide governing the assignment of such downstream values. we feel 
lation in Senate bill 3434 1 entirely too broad 
| all-inclusive, and jeopardizing the interests of the Federal 


Government. 


1 
t hie proposed 1e@Ols 


Phe isnos ecifie clirect on provide d by the legislation to govern 
he Federal Power Commission 1n assigning charges against the Fed- 


ral Government, and there is nobody of existing precedent on which 


predict what the Commission may do 

In view of the almost unlimited authority contained in the bill. 
lt in an exploitation of 

the people’s investment in water resource developments for the enrich 

m of private utility companies. It is our contention that the natural 

resources of the Nation belong to the people and to the Government 
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large reservoir project operating in the headwaters of a given 
“am. the benefits if ributable tO the project accrue largely, not at 
the ite 1 elf, but atl downstream hvadroe circ plants already eX 
sting or planned for future construction. The Federal power devel 

pments in the Pacific Northwest are an excellent example of this. 

Referring to our earlier example of the Hungry Horse project on 

he South Fork of the Flathead River in Montana, Bureau of Reclama 
tion figures indicates that the firm power available from the installed 
capacity at the Hungry Horse site 1s 220,000 kilowatts. On the other 
hand, the existence of this project and its large storage reservoir, makes 
available to downstream projects, an additional 830,000 kilowatts of 
dependable power. These downstream benefits accrue not aa to the 
pl ivately owned hydroe ‘lectric facilities already mentioned, but also 
(o projects owned and oper: ated by the Federal Government, both 
xisting and under construction. The total cost of the Hungry Horse 
project is $102 million, of which $82 million is allocated to power. Of 
this $82 million allocated to power, $57 million is the joint cost of 
facilities allocated to at-site power, and twice that amount, or $38 
million, is allocated to power facilities at downstream projects bene 
d by the Hungry Horse construction. Thus, about 37.5 percent of 
total cost of the project is charged to downstream hydroelectric 
benefits. In addition, by building and operating the Hungry Horse 
project, the Federal Government not only secures operating control 
over the 220,000 kilowatts at the site, but more important, it controls the 
ditional 890,000 kilowatts of downstream power and can os ite the 
tegrated system as a unit, thereby securing the maximum benefits 
fromthe whole. In order to accomplish such coordinated operation of 
ystem, it is necessary that all parts be interconnected by high-voltage 
1! nsmission network which provides for the free flow of power be- 
tween the various interconnected generating units. In the case of the 
Hingry Horse project, it will be operated at high production during 
the critical winter months, and production will be reduced at the site 
during the high runoff months in the spring and summer. 

Mad a private utility company constructed the Hungry Horse proj 
ect, it would be reasonable to assume that under the proposed legisla- 
tion, 37.5 percent of its construction cost would have been paid by the 
Federal Government in the form of annual payments for ben efits re 
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Furthermore, the cost of devel ping a given hydroelectric site would 
generally be hiehe rtoa private corporatlol than to the Federal Gov- 


ernment because of the fact that the private group must pay a higher 
rate of interest on its ec apiti al investme nt. and must poy income taxes 
on the revenue accruing from the project. Thus, it 1 be assumed 
that the priv: we group may not always de (i lop the entire potential of 
a given site, but the development undertaken by it may. nonetheless, 
preclude full development by the Federal Government. 

rhe pending application of the Idaho Power Co. for a license to 
build three relatively low head dams on the Snake River is a good 
example. The Bureau of Reclamation has rather complete plans for 
the construction of a high head Hells (¢ ‘anyon Dam on the Snake 
River which would deve lop virtually the entire potential of the river 
at that point, whereas the three Idaho Power Co. dams would de velop 
only a portion of the benefits. Therefore, if the Federal Power Com 
mission grants this license, it means that the Federal Hells Canyon 
Dam, including 4 million acre-feet of reservoir storage and 1,461,000 
kilowatts of firm power, including power developed at the site and 
incremental power made available at downstream sites owned by the 
Federal Government, would be superseded by the private develop 
ment plan which includes only 1 million acre- feet of reservoir storage 
and 885.400 kilowatts of firm power development. In other words, 
the Government and the people it represents in the Northwest would 
be forever deprived of 2.9 million acre-feet of reservoir storage and 





AMENDMENT TO FEDERAL POWER ACT 53 


575,600 kilowatts of firm power. It seems to us perfectly absurd that 
although the Government, in this instance, would surrender 575,600 
kilowatts of firm power and its accompanying reservoir storage, it 
should nonetheless be ordered to pay such benefits as may accrue to 
downstream projects from the limited development by the Idaho 
Power Co. of the Snake River. 

The rural electric systems of the country have a tremendous stake 
in the Federal power construction and marketing program. During 
the fiscal year 1953, our systems purchased 29 percent of their total 
energy require ments from Federal power marketing agencies, and in 
the Pacific Northwest and Tennessee Valley areas, our systems have 
requirements contracts with the Government under which the Federal 
agency agrees to supply the entire requirements of a particular Sys- 
tem. Under these circumstances, we cannot support any legislation 
which would, through the payment of subsidies by the Federal Gov- 
ernment to a private utility company for downstream benefits, make 
fe: asible levelopment by the private company of upstream sites which 
night otherwise be not feasible and which would reduce the overall 
hydroelectric potential of a particular basin. 

In conclusion, I would like to reiterate that the National Rural Elec- 
tric Cooperative Association is not opposed to the principle that any 
hydroelectric project should pay for benefits accruing to it directly 
attributable to other stream improvements. However, we feel that 
the legislation proposed in Senate bill 3434 is entirely too broad and 
imposes no limits to the charges that may be made against the Federal 
power program by private utility ee, which may construct 
stream improvement facilities under license by the Federal Power 
Commission. There is no existing body of precedent upon which to 
forecast the action of the Commission as regards the assignment of 
benefits from future stream improvements undertaken by private 
utility companie Ss. 

As regards existing projects owned and operated by private groups, 
I would like to say that to now assess against downstream Federal 
Pp rojects a portion of the capital and operating costs of the private ly 
owned upstream projects would be nothing short of a windfall or give 
away of the peoples’ resources to the private corporation. Feasibility 
of existing private projects was not based upon the payment to the 
Federal Government of downstream benefits, and we contend that the 
people, as owners of the Federal resources of the Nation, are, in licens- 
ing for priv ate de velopment of these projec ts, adequ: ately compensat- 
ing the companies for such downstream benefits as may normally 
accrue. 

In addition to this, we feel that the virtually unlimited authority to 
the Federal Power Commission contained in the proposed legislation 
could very appreciably raise the cost of power to the Federal Govern- 
ment at existing and proposed } rojects, and thereby destroy the value 
of Federal power to the rural <o ‘tric systems. As you know, our sys- 
tems rely on the availability of increased amounts of Federal power, 
not only because of the fact that they are able to buy such power at 
lower than average rates, but because the Federal power construction 
and marketing program has provided a standard against which to 
measure the rates and operating practices of adjacent private utility 
companies. 
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We further feel that the virtually arenes authority contained 
in this bill would, by subsidizing development by priv: ate utility com- 
panies of the most desirable units of an extensive basinwide develop- 
ment program, lower the overall economy of such a plan, and could, 
as in the Hells Canyon case, lead to less than full development of the 


potentialities of various sites throughout the country. 
We, therefore, feel that until such time as the Federal Power Com- 


mission establishes a body of precede nt in deve sloping the : application 
of the existing laws which require payment to the Federal Government 
by privately owned utility companies receiving benefits from Federal 
stream improve ment projec ts, there is no jus stification for giving the 
Commission virtually unlimited authority to assess the downstream 
costs against the Federal Government. We, therefore, ask that the 
proposed legislation contained in Senate bill 3434, be not acted upon 
at the present time. 

If I may, Mr. Chairman, I would just like to hit some of the high- 
lights and touch on some material which has come up here today that 
is not covered in the bill. 

I would like to say, Mr. Chairman, that we are very much interested 
in this bill in view of the fact that the National Rural Electrie Co- 
operative Association is one composed of over 900 member systems 
and those systems get 29 percent of their power for distribution in the 
rural areas from Federal projects. Consequently, any bill which 
touches upon the power derived from these Federal projects and 
especially as to cost, or as to comprehensive development in an area by 
these Federal projects, is of a great deal of interest to our members. 

First of all, I would like to say to the gentlemen of the committee 
that we do not appear here today in simply complete opposition to 
Senate bill 3434. Rather, we would say that we are opposed to Sen- 
ate bill 3434 in the form in which it is now written. We feel that 
certain changes could be made in the bill before it is passed by the 
Congress, which would improve it immeasurably. 

Senator Purretn. Have you those suggested amendments with you, 
or are you prepared to read them 4 

Mr. Farn. We do not have them in the form of amendments but I 
could outline 

Senator Purreti. You may leave them with the counsel. 

Mr. Fatn. I would like to state further, however, that if the bill in 
its present form continues, that we would be opposed to the passage 
of Senate bill 343 

First of all, I would like to amplify on the answer that was given to 
a question asked by Senator Monroney, and that is concerning the 
benefits as written under the present bill—whether or not those bene- 
fits could go to other than hydroelectric power benefits, that is, bene- 
fits derived from more output of power from downstream projects 
It is our feeling that under the bill as it is written, that could certainly 
possibly be so and might include irrigation benefits. 

You will note, gentlemen of the committee, in the bill in its present 
form there has been a ch: ange on page 2 of the bill so that the term 
used is “water-use facility.” 

Now, in the Federal Power Act, section 10-F which this would 
repeal and enact a new section—— 

Senator Purreti. May I interrupt? What line are you reading 
from ? 
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Mr. Farin. It would be line 2, page 2, Mr. Chairman. 

You will note that the term is used, “or other reservoir or other 
water-use facility.” In the act as it is wr itte n, the term is “storage 
reservoir or other headwater improvement. The term, headwater 
improvement, is certainly a restriction upon the type of benefit under 
the present act. Consequently, there could be no downstream bene- 
fits other than power that could come under the term “headwater im- 
provement.” But the term “water-use facility,” in our opinion, is 
broad enough to include irrigation benefits downstream. 

Let us take an example of that. Let us say that a private company 
developed a reservoir and dam upstream and the Federal Government 
owned a multipurpose dam downstream, and the Federal Government 
sold its water to the farmers for irrigation purposes. The benefits 
might be increased for irrigation purposes in view of the fact that 
the upstream storage furnished by the non-Federal facility would 
make water available at a time in which it would not be available in 
the lower reservoir if the upper reservoir were not built; so that this 
bill is broad enough that a charge could be made against the Federal 
Government for the benefits derived for irrigation purposes. 

That problem has been one that it has been 1 difficult for us to find an 
answer to. I have talked with an official in the Department of the 
Interior on that very problem and it was his opinion that this term, 
“benefits,” is broad enough to take in other benefits other than simply 
more power derived from more water in the storage facilities. 

Mr. Chairman, I would like to consider the language in the bill 
itself and explain, if I may, why it is that we object to some of that 
language in the bill. 

Very briefly, the bill itself provides that the Federal Government, if 
this bill is passed, will have to pay for benefits derived from reservoirs 
or other facilities built by non-Federal persons or even by other Fed- 
eral agencies. This is quite a change from the present law because 
under the present law it is only private organizations that have to pay 
for such benefits. 

Also, under the present law, they only have to pay for benefits de- 
rived from headwater improvements, but under this bill, it could be 
upstream benefits as well as downstream benefits. 

For example, benefits derived from reregulation of the stream could 
be covered under this bill. Let us take a specific example. In the 
John Kerr project on the Roanoke River, there is reregulation by the 
building of the project downstream. These are reregulation benefits 
to the project upstream. That could be possible because of the re- 

regulation of the flow of water derived from the second dam; the 
first dam is benefitted because if the second dam were not there, then 
= first dam could not put its water through at the time that it would 
be of its highest efficiency. That comes about because of other down- 
stream facilities, especially as far as ports are concerned. So it is 
under this bill we are going to be involved with the problem of re- 
regulation benefits. 

Senator Monroney. Mainly navigation? 

Mr. Fain. Yes, sir. It would be mainly a navigation problem, 
Senator. 

Mr. Roninson. The benefit would accrue to the upstream hydro- 
electric project, however. 
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Mr. F’arx. The benefit would accrue to the upstream hydroelectric 
project because the reregulation of the waters for the downstream 
dam would catch those waters and hold them back. In that respect, 
the bill is much broader than the present bill is. 

There is another part. of this bill that I would like to speak about 
briefly. This bill provide s that in case there are costs in coming 
before the Federal Power Commission, the Federal Government 
would have to pay a part of those costs. It would seem that is not 
exactly a good practice, to make the Federal Government pay a portion 
of the cost when it is appearing before its own ee al agency. But 
under this bill, such would be true. I point out to you that on 
page 3 of the bill under paragraph (e) it is ae that in determin- 
ing the cost, the Federal Power Commission may assess those costs 
against the Federal agency involved. 

Senator Purren.. What is your particular objection to that, talking 
about equitable distribution. Why would you object to that particular 
thing ¢ 

Mr. F’ary. Mainly for the reason, Mr. Chairman, that if they are 
both Federal agencies, it is all the Federal Government, then why 
should one Federal agency have to pay a part of the cost for coming 
before the Government ¢ 

Senator Purreti. Mostly because you want to determine what the 
equitable distribution of these costs should be. 

Mr. Farin. Of course, that could be determined even without making 
that Federal agency pay. There could be a determination without 
that. Under the bill, as it is drawn, you will note that it is only 
those agencies that are supported by a fund other than direct ap 
propriations in which there is an actual exchange of money. We do 
not know why there was an exception made of those agencies where 
there was a direct appropriation. 

Next, I would like to speak about some of the projects involved in 
S. 3434. At the present time there are certain projects under whicl 
private power aanmne would have to pay the Federal Government 
for downstream benefits. This is true under the Hungry Horse project 
up on the South Fork of the Flat Head River in Montana. The bene 
fits derived by privately owned projects under that dam are now 
189,000 kilowatts of firm capacity. That power has been coming 
in for more than a year and there has been no determination on that 
project as to the downstream benefits which should be charged against 
the private company. 

Senator Monroney. That has been in the law for many years, some 
30 years. 

Mr. F’ary. Senator Monroney, I am not. sure of the date of the 
original passage of the law, but it has been quite a number of years. 
1 just couldn’t say about the exact date on that. 

Now, another project is that of the Blakely Mountain project in 
Arkansas, on the Arkansas River. It has been estimated that the 
Arkansas Power & Light Co. is deriving an annual benefit from 
$90,000 to $390,000 per year in its two projects downstream, derived 
from Blakely Mountain Dam, a Federal project. Yet there has been 
no determination by the Federal Power Commission to my knowledge 
of the amounts which should be paid by the Arkansas Power & Light 
Co. because of the act as it is now written. 
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Now, we do not say that, Mr. Chairman, to embarrass the Federal 
Power Commission for not carrying out the law as it is written. That 
is not the purpose of the statement, but rather we say that to point 
out that there has been no determination in the past on this subject. 
In fact, in searching the record I was only to find one case in which 
the Federal Power Commission has made such a determination and 
that was not between the Federal Government and another agency 
but between two private power companies. Consequently, there has 
aa been built up any administrative procedure for determining these 
benefits, no body of precedent to guide the Congress; there has been 
built up no judicial determination of the language in the law as it 
is now written. 

Now we are passing a law which is much broader in its implications 
and m its language, without any precedent behind us to know just 
where we are going under the bill. 

That is why we do not feel that the bill, broadly drawn as it is, 
should be passed at this time. 

I would also like to call attention to the fact of the great variance 
in what is termed “downstream benefits.” You will note under cer- 
tain determinations made by the Department of the Interior in the 
Blakely Mountain Dam meetin that the benefits were estimated 
from $90,000 per year to $390,000 per year. In other words, the 
experts themselves feel that ‘the ‘re is that much variance under that 
one project. 

On the John Kerr Dam on the Roanoke River, it was estimated by 
the experts that the downstream benefits ran all the way from 
$308,000 to $1,955,000: so we can see what a tough situation this is 
to really determine what the downstream benefits are. 

Senator Purretn. You heard the testimony that was offered pre- 
viously by the previous witness about the costs they felt would be 
entailed in determining this? 

Mr. Farn. No, sir: I didn’t hear. I couldn’t catch all of that, Mr. 
Chairman. 

Senator Purrett. There was some figures here indicating costs not 
by any means prohibitive. I think the figures were one-half of 1 
percent and the impact on the rate per kilowatt was something like 
one-hundredth of 1 mill. 

Mr. Fary. Yes, Mr. Chairman; I did hear that. 

First of all, I would say in answer to your query that I was not so 
much concerned about the cost of gathering the information as the 
wide variance of the benefits established by the experts. That was the 
point. 

Senator Monroney. If you go into a settlement and one outfit nti 
that the benefits are $308,000 and the other says $1,995,000, you are : 
long ways from reaching any kind of agreement and you ealahie 
have a law suit on your hands which means an awful lot of difficulty 
in determining it. 

Mr. Fain. In the determination itself of those costs, the way the bill 
is written, we really do not know what we are going to come out with. 
If the Congress spelled out more fully in the bill how these benefits 
would be determined, I think it would be a much better bill. 

Senator Monronry. To do that we might have to take a course in 
hydraulic engineering and maybe a post-graduate course before we 
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understand what kind of a formula we are writing because we are 
not experts in this field which seems to be a field for experts, 

Senator Purrets.. Is it not true that we would expect that the 
experts in this field would determine the cost! 

Senator Monroney. I would say to the distinguished chairman that 
when you get into court, both experts look alike to the court. You 
may have an expert in the Federal Power Commission but his testi- 
mony is just one man’s and the contestants on the other side of the 
table are given equal credence when the case comes up. It is not just 
as easy as saving, we will take the Federal Power Commission’s word 


= 


for it regardless how the act is written. 

Senator Purrety. Perhaps we could get some of the answers to that 
question if we would have the two previous witnesses, since we are 
most anxious to determine what the facts are in this case. When 
you are through, I am sure that Mr. Gatchell would probably be will- 
ing to come back again and tell us exactly how he intends to determine 
these and in a manner that probably would not be subject to too much 
question, is that correct? 

Mr. Gatcueu. Yes, sir. 

Mr. Far. I have nothing more, Mr. Chairman. 

Senator Purtre.ry. Thank you. 

Mr. Farn. It would certainly be enlightening to us, Mr. Chairman, 
and we would like to have that information. 

Senator Purretx. I am sure we all would. 

Mr. Farin. As to the second part of your query, Mr. Chairman, 
which was as to the increase, whether there would be an increase of 
rates under this bill, first I believe the witness stated that that was 
upon the basis of the projects now existing. Am I correct in that? 

Senator Purrety. Projected 5 years hence in this particular case. 

Mr. Farry. Yes, a time when all projects under construction would 
be in operation. About 5 years. 

Senator Monronry. On the Columbia River. 

Mr. Fartey. On the Columbia River basis. 

Senator Purretxi. I think you also stated, however, that that was 
probably as difficult a job to tackle as any. 

Mr. Fartey. By far the most complex. 

Senator Purtreiti. Most complex system. 

Mr. Farn. In answer to that, Mr. Chairman, I would like to point 
out that I do not believe that estimate took into consideration some of 
the bills which are before the Congress now. I think that this bill 
should be viewed in the light of some of the other bills which are be- 
fore the Congress and if those bills become law just what effect this 
bill would have on them. 

For example, I wouid point to the John Day project bill which is 
before this Congress. There is the Priest Rapids project which is be- 
fore this Congress. Both of those projects would have a tremendous 
effect upon that situation out there and I do not believe that the esti- 
mate that was made was taken into consideration in view of those bills. 

Mr. Farn. Secondly, I don’t understand how if in that area out 
there the Federal Government would receive $450,000 and would only 
pay out $300,000, which gives us a net gain of $150,000 to the Federal 
Government out there in that area, how the figure was derived that 
there would be a raise of one one-hundredth of a mill in Bonneville 


pow er. 
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Senator Purrety. I think it was $435,000. 

Senator Monroney. I think he said the difference. As I gathered it 
would be a lowering of the Bonneville power by one one-hundredth 
of a mill. 

Senator Purrett. We will ask Mr. Gatchell to come back later. I 
think perhaps it will be better if you testified first, Mr. Fain, and then 
we will have perhaps the advantage of having Mr. Gatchell back to 
answer some of the questions that may arise during your testimony. 

Mr. Farn. If there was a drop of one one-hundredths of a mill, I 
do not understand that. I am happy to learn that it will be a drop 
in the rate rather than a raise in the rate. 

Next, Mr. Chairman, I would like to very briefly point out some of 
the substantive reasons why we feel the bill should not be passed by 
the Congress. Especially is that true when we consider this bill will 
have a very definite effect upon the comprehensive development of 
any area. 

Let us take, for example, the Columbia Basin area. We have been 
led to believe by our study that the feasibility of a project is certainly 
dependent upon downstream benefits derived from an upper reservoir 
storage. Especially would that be true about Ice Harbor. 

I believe there was testimony to the effect that this was not taken into 
account in considering the feasibility of a project, and yet we have bills 
considered that the downstream benefits were taken into consideration 
whether a project such as Ice Harbor was economically feasible. 

As the members of the committee know, there must be a more than 
1 to 1 benefit to cost ratio when the Corps of Engineers approves these 
projects. Now let us say that a private power company is able to build 
Hells Canyon Dam and because of the tremendous downstream benefits 
of course that private power company would gain a large sum of money 
from the Federal Government in the construction of the dam. Now, 
Ice Harbor has been studied upon the basis that it would be economi- 
cally feasible because of the downstream benefits which it would derive 
from a Federal project at Hells Canyon. 

Thus if this bill is passed and projects are picked up by private 
power companies and are built, then we can see that other projects will 
have to be dropped because they would no longer meet the test of 
feasibility as employed by the C orps of Engineers. I believe that there 
is certain testimony in the record by the Corps of Engineers which 
supports that contention, certainly as far as Ice Harbor is concerned. 

Also, in the case of the Northwest area many of the projects which 
have been built to date are downstream projects. You will note that 
here [pointing to map of Columbia Basin projects] is Grand Coulee 
Dam and then here is Bonneville Dam and The Dalles. Those are 
Federal projects. 

Now, if private power companies go into the upper headwaters in 
this area and put in the tremendous storage reservoirs which are con- 
templated under Federal development, then these projects downstream 
which are now Federal projects are going to pay a tremendous price 
in downstream benefits. 

It is estimated that projects such as Libby Dam and Penny Cliffs 
and Bruces Eddy on the Clearwater, those are the big reservoir storage 
dams, and if those dams are built by private power companies then 
the downstream take from the Federal Government is going to be a 
considerable sum. 
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If we were all starting out together on this thing it might not work 
out that way, but as it so happens the Federal Government has already 
built those downstream so that cannot be changed. I think that is 
something that should be considered by the committee as far as the 
northwest area is Saaseeedl 

Senator Monronry. Mr. Chairman, might I ask a question at this 
point ¢ 

Senator Purre.i. Yes. 

Senator Monroney. Would those headwater dams that you are talk- 
ing about add to the veneri ition capacity of the downstream F ederal 
dams?# Would it give us more power on an annu: al output ? 

Mr. Fain. To answer your question, Senator Monroney, I would 
like to use the Hungry Horse project as an example. 

Senator Monroney. Any of them, to st so long as I get that clear. 

Mr. Farx. Under the Hungry Horse project the benefits downstream 
were estimated at 189,000 kilowatts of firm capacity annually. So 
that you can see there is a tremendous benefit to the projects down- 
stream as far as generation is concerned. 

Another point which should be explored here is the fact that the 
project, if built by private power companies, will mean that that 
facility is not built by the Federal Government. Now, this can mean 
a tremendous loss to the people of the area. As an example of that I 
would refer to the situation of Hells Canyon in relation to Ice Harbor 
as it is developing out there. Under the original Federal plan for 
Hells Canyon the Federal Government would have built a project 
which had 4 million acre-feet of storage and from which there would 
have been 1,461,000 kilowatts of firm power. 

If this is develope d by a private power company there will only be 
| million acre-feet of storage capac ity and 885,000 kilowatts of firm 
power. This means that the Federal Government in giving over that 

right to the private power company has lost, that is, the people have 
oat approximately 2.9 million acre-feet of storage capacity and 
885,400 kilowatts of firm power. It would seem that this is enough 
of a loss. It would seem that possibly this should be taken into con- 
sideration in actually assessing’ these benefits. 

In short, here is a detriment to the Federal Government, to the 


people, by giving up the specific projects. Is that going to be taken 
into consideration in assessing these benefits? We feel that it should. 


Yet under this bill it would not. 

In conclusion, Mr. Chairman, I would like to say that we would be 
happy to work with the Chairman or members of the committee as 
far as any amending language is concerned as to some of the pro- 
cedural objections in the bill as we have explained. We certainly 
thank the committee for its patience and the time given us and it 
has been a very worthwhile hearing, I know, as far as we are concerned. 

Senator Purreti. Thank you very much. We welcome any sug- 
gested amendments. 

In view of the things you said earlier, I think it might be well to 
read from the testimony presented at our hearings held on May 27 
at which Mr. Gatchell stated in response to a question as to the reason 
for this legislation that it wasn’t anything new in concept. He further 
stated that: 


President Truman set up what he called a Water Resources Policy Commis- 
sion, which made quite an extended report, and in that report this C ‘ommission 
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made some recommendations which called for further analysis of the funda- 
mental policies on which water resources developments were being undertaken, 
and in the course of their remarks in that report they said—and I am reading 
from page 68: 

“In multiple-purpose water resource programs private and public interests 
are so intermingled that neither full reimbursement in accordance with the 
rules of private economy nor total reimbursement in accordance with those 
of public economy is appropriate or justifiable. Although the main impetus, 
in such developments, comes from the Federal Government, and the basic justi 
fication is predicated on the considerations of the general welfare, very sig- 
nificant benefits accrue to private individuals. The costs of providing these 
should be reimbursed. 

“In order to be fully effective, reimbursement policy must be articulated with 
other policies to achieve maximum development of water resources for all 
beneficial uses,” 

Then again: 

“Reimbursement policy can be used to encourage local participation in financ- 
ing resources development. The Federal Government can command large fi- 
nancial resources but it is legally limited in the devices by which it can recapture 
the value of benefits from private individuals. State and local governments 
may have limited financial capacity but generally are legally able to levy 
assessments on those individuals. By combining their tax powers, costs should 
be shared more equitably between local and national interests and the recap 
ture of private benefits made more exact.” 

I think later you elaborated to some extent on that statement, but 
I thought you would want that in the record again to indicate that 
this was not really a new concept, particularly this year or with the 
introduction of this particular piece of legislation. 

Mr. Fatn. Thank you very much, Mr. Chairman. 

Senator Purreti. I wanted to make this remark, that, of course, 
what we are here for is to develop information to be helpful to the 
committee in determining what action will be taken on this pending 
legislation. Anything that will help us in our thinking will be wel- 
come. We do not want this to degenerate into a debate. But I do 
think it might help us if we had Mr. Gatchell, perhaps, after you 
have questioned the witness, answer some of the questions that have 
been directed to the Commission. 

Senator Monroney. One thing that strikes me is, I believe, this; but 
we might be unintentionally changing the concept which I believe is 
rather fundamental that the public owns the water rsources of this 
country. Isn’t that the concept that this country has always oper- 
ated under ? 

Mr. Farn. That was the thinking of the Rural Electric Cooperative 
Association 

Senator Monroney. Hasn’t that been the theory, that the Nation’s 
rivers belong to everyone, and that, therefore, it is developed in the 
public interest ? 

Mr. Farn. Certainly that has been my impression in studying our 
history. 

Senator Monroney. In the Hells Canyon case there would be no 
rights of rental or fee paid to the Federal Government representing 
all the people for the water rights and the Idaho Light & Power Co. 
would acquire and exercise in building on this river; would they not? 

Mr. Farn. That is true. 

Senator Monroney. That would be a situation in which they would 
merely perhaps pay the riparian rights to the river. 


Mr. Farn. Yes, sir. 
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Senator Monroney. And the reservoir that would be inundated. 

Mr. Farn. Yes, sir. 

Senator Monroney. But the stream itself is still the property of 
all the people. 

Mr. Farn. Yes, sir. 

Senator Monronery. Therefore, this concept seems to me, getting 
it down to its simpler form, that we are pe Ling toa pri vate ope erator 
for the water rights which belonged to all the people. Not only do 
we give them the water rights, the rights to utilize the flow of the 
river and to harness it for their own private gain without cost to them, 
but then we turn around and pay them, because we happen to have a 
dam further down the stream. 

Mr. Fain. 1 would like to give you a specific example, and I am 
sure you are familiar with it. Down in southwest Missouri on the 
White River the Empire District Electric Co. has a dam at Powersite. 
The dam was completed in 1914. It was planned by the Ozark Power 
& Light Co., which later became the Empire District Electric Co., 
upon the basis that over a period of years they could pay for the cost of 
the construction of that dam from the power which they would derive 
from it. 

It so happens that along in the late 1940's, 30 years after, when I 
am sure it was not dreamed of in 1914, Bull Shoals Dam, a Federal 
multipurpose project, was constructed downstream. Bull Shoals 
will derive certain benefits from the construction of that small dam 
at Powersite. Yet under this bill the Federal Government would pay 
to Empire District Electric Co. for those benefits, when actually, 
when Powersite Dam was first contemplated, first planned, Empire 
District Electric Co. had no idea they would get such a windfall. 

Senator Monronery. Those improvements are placed there not with 
the idea of piping the water at all, but they are = there because 
the man who placed them will make a profit out of it. The fact that 
the water finally trickles downhill and waters your ia was not the 
original free-enterprise concept for which the original dam was built, 
and this is an incidental use of a facility which was constructed for 
an entirely different purpose, and you run into these almost fantastic 
things like Grand River Dam, built at a 50 percent Federal grant 
and another 50 percent loan running over a very great many years at 
a very low interest rate in which the Federal Government shall put 
up a good portion of the money, advanced all the money for the proj- 
ect, and will now be paying big water rights, and I am sure it will 
amount to a considerable amount of money on a dam which they have 
built and which was designed not only to generate the power but to 
keep the floodwater off the State of Oklahoma, and you will find that 
in the bigger and bigger policy of this administration to encourage 
these private or municipal or State developments of these multiple- 
purpons dams. 

Senator Purrert. Won’t this do that very thing by seeing that 
there i is an equitable distribution of the cost of its improvements so 
that all who share will share in the advantage of the improvements to 
the extent they pay? That seems to be equitable. 

Senator Monroney. If the projects were built without anything 
in mind of downstream value or regulated water flow, aren’t we giving 
a windfall to whoever happened to have built that dam in the first 
place? 
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I can see some sense if we enunciated a new policy and say that this 
_— not apply to any benefits heretofore derived of the dams con- 
structed either at the headwater or below, but as I understand it there 
is a cutoff on the present dams downstream, but there is no cutoff on 
the value of a 20- or 30-year-old dam upstream. 

Mr. Farn. What you have just said, Senator Monroney, would apply 
to the Northwest area in which it so happens that the dams down- 
stream have been built by the Federal Government. If the bill could 
be amended to only act on future dams it would certainly correct 
what is going to be an inequitable situation out there. 

Senator Purrenst. Have you any other questions, Senator Mon- 
roney ¢ 

Senator Monronry. No. 

Senator Purrets. Thank you very much, Mr. Fain. 

Mr. Farn. Would it be imposing on the committee if we could 
simply sit up here at the table because it is rather difficult to hear 
back in the other part of the room ? 

Senator Purrein. Yes, we are glad to have you sit up here. 

We will now recall Mr. W. W. Gatchell. 

Mr. Gatchell, you have heard some of the questions that the Chair 
has not felt able completely to answer and in some cases could not find 
even the correct answer Would you help us in our thinking? 


STATEMENT OF W. W. GATCHELL—Resumed 


Mr. Garcuet.. In some of the questions asked by you and Senator 
Monroney and answers as stated by this witness, I thought maybe I 
might assist in clearing up some of the points. 

Reference was made to the language appearing on page 2, line 2, 
of the bill to other water-use facilities. I gathered the impression that 
there was a fear that some irrigation benefits might, by this bill, be 
assessed and irrigation users be required to pay for those headwater 
benefits. Those are the benefits referred to on lines 7 and 8 on page 1 
of the bill, the benefits are those benefits which are obtained from 
hydroelectric power projects, and they are only those benefits. 

Now, on page 2 the reference is to the operation and maintenance 
of any reservoir or other water-use facility because there may be some 
other facilities than reservoirs that are furnishing the benefits and 
other water-use facilities does not refer to this ‘particular project 
which receives the benefits, but to the facilities which contribute them. 

Now we will take as an illustration the Roanoke Rapids plan re- 
ferred to by the witness as an illustration of how this can can The 
John Kerr, formerly called Buggs Island project, has a very large 
storage reservoir. That plant will be operated in order to provide 
the maximum power capacity. Asa peak-load plant it can ok serve 
its maximum function if it will supply the maximum discharge during 
certain hours of the day and during other hours it will shut down 
either completely or nearly so. This fluctuation in discharge very 
seriously interferes with the fish life and the navigational use of the 
river downstream. 

Senator Purret,. Pardonme. There may be interruptions because 
we are having a quorum call right now. 


Proceed, Mr. Gatchell. 
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Mr. Garcuery. These fluctuations from the John Kerr plant may 
be ironed out by the construction of a reservoir downstream. Instead 
of that, the most economic and feasible thing to do is put 1n a power- 
plant, and the Federal Power Commission authorized the Roanoke 
Rapids powerplant to be constructed some 40 miles downstream from 
the John Kerr Dam. That powerplant has a pool within which it can 

. . i ryy ~ » 
reregulate the discharges from the Buggs Island plant. That will as- 
sist in the operation of the Buggs Island plant and the John Kerr 
Dam, and will also increase the power output at the Roanoke Island 
plant. we 

The benefits obtained from permitting peak-load operations at John 
Kerr are very material so far as the Federal Government is concerned. 

They should receive those benefits, and the Federal Power Com- 
mission has required the Virgina Electric & Power Co., to supply this 
Roanoke Rapids plant so as to confer those benefits, but it will in 
turn receive the benefit of the storage at John Kerr, and when the 
figures were given by Mr. Fain as to the benefits to be obtained at 
the Roanoke Rapids plant, he said they had been estimated at from 
$308,860 to $1,955,000 a year, and that is so. That estimate was 
submitted by the Secretary of the Interior when he was opposing the 
issuance of the license of the Virginia Electric & Power Co. 

The basis upon which the $1,955,000 figure was arrived at seemed 
so tenuous to all the engineers of the Federal Power Commission that 
they could see no justification for it nor even a justification for the 
$308,000 figure, and I would be glad to give you an analysis of that 
if you woud desire. I did not bring it with me today. 

Senator Purrein. I would like to have it for the committee. If 
there are a great deal of pages involved, of course, we would want to 
have it in our files. If there are a few pages we will be glad to have 
it in the record. 

Mr. Gatrcue.t. I will be glad to submit it. 

(The information subsequently submitted by Mr. Gatchell is as 
follows:) 

FEDERAL POWER COMMISSION, 
Washington 25, D. C., June 10, 1954. 
Hon. WILt1AM A. PURTELL, 
Chairman, Subcommittee on Business and Consumer Interests, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 

DEAR SENATOR PuRTELL: At the hearing yesterday on S. 3434, a bill to amend 
section 10 (f) of the Federal Power Act, Mr. Charles J. Fain, legislative assist- 
ant, National Rural Electric Cooperative Association, referred to the Roanoke 
Rapids project. Mr. Fain said that the headwater benefits conferred upon the 
Roanoke Rapids site by the John H. Kerr Federal dam upstream had been esti- 
mated at from $308,860 per year to $1,955,000 per year, and that the Federal 
Power Commission has indicated in a statement of findings and orders that it 
considered in favorable light the lowest estimate of $308,860 per year, rather 
than any of the higher estimates. 

The Commission’s order of May 29, 1953, project No. 2009, Virginia Blectric 
& Power Co., does not support this statement. I am enclosing a copy of the order 
so that it may be incorporated in the hearing record as you requested. 

The Commission points to the manifest errors in the headwater benefits to 
which Mr. Fain makes reference and found instead that the maximum con- 
tribution to power output of the Roanoke Rapids plant from the storage regu- 
lation at the upstream Federal reservoir would not be in excess of about $250,000 
a year. 

No final determination of the benefit charges due under section 10 (f) of the 
Federal Power Act has been made for the Roanoke Rapids project, because that 
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project is still under construction and section 10 (f) does not permit advance 
determinations, 

Mr. Fain also questioned the language in section 31 (a) as carried in the bill 
which in his estimation would call for a payment by a Federal project serving 
only irrigation purposes. 1 have talked further with Mr. Fain on this matter 
and he agreed that he had misunderstood the purport of the language. Section 
31 (a) does not call for any payments by the United States for any purposes, but 
relates solely to payments by non-Federal agencies operating hydroelectric proj- 
ects which receive benefits. Therefore, no amendatory language is called for to 
protect irrigation users served by a Federal irrigation or reclamation project. 

Sincerely yours, 
WiILiarp W. GATCHELL, General Counsel. 


ed 


UNITED STATES OF AMERICA, FEDERAL POWER COMMISSION 


Before Commissioners Jerome K. Kuykendall, Chairman; Dale E. Doty, Claude L. 
Draper, Nelsen Lee Smith, and Harrington Wimberly 


(Project No. 2009) 
IN tHE MATTER OF VIRGINIA ELECTRIC AND POWER COMPANY 


FINDINGS AND ORDER FINALLY ESTABLISHING NORMAL POND LEVEL 


Virginia Electric and Power Company holds a license under the Federal Power 
Act authorizing construction and operation of the Roanoke Rapids project on 
the Roanoke River in North Carolina, Project No. 2009. The license authorizes 
the construction of the Roanoke Rapids project with normal pool level at 132 
feet above mean sea level, subject to further study as specified in paragraph 10 
of our order of January 26, 1951 (87 PUR NS 469) authorizing the license. This 
level is five feet higher than the pool level originally contemplated by the Army 
Engineers. With the Roanoke Rapids project pool level fixed at elevation 132 
feet, the proposed Gaston dam should be moved upstream about 9,000 feet from 
the site selected by the Army Engineers, regardless of who builds the Gaston 
plant 

At the time of the license authorization in 1951 engineering studies and pre- 
liminary foundation investigations indicated that this scheme of development 
would make the best and most economical use of the stretch of river between 
Roanoke Rapids and the Buggs Island dam. However, further investigation 
was directed in paragraph 10 of the 1951 order to determine the suitability of the 
relocated Gaston site. The licensee has submitted reports on its further investi- 
gations and requests approval for establishing the Roanoke Rapids pool at eleva- 
tion 132 feet 

The investigations reveal that the relocated Gaston dam site is better geo- 
logically than the original proposed site. Also, a comparison of the economics 
of the Roanoke Rapids project with pool level at elevation 132 and the relocated 
Gaston site shows that this scheme of development is more economical than the 
scheme of development comprising the Roanoke Rapids project with pool level 
at elevation 127 and the originally proposed Gaston project, and would save 
about $1,000,000 in the capital investment. 

The licensee has also filed an application for a license to autherize construc- 
tion and operation of a project at the relocated Gaston site, Project No. 2093, 
which application will be considered in due course. The present action is not to 
be construed as indicating what action will be taken upon that application. 

The question of establishing finally the height of the Roanoke Rapids pool 
calls for a review of certain salient facts concerning the Roanoke Rapids and 
Buggs Island projects. The dependable capacity of a hydroelectric project is 
that power capacity which can be relied upon for serving the system load of 
the distributor under adverse water conditions as limited by the characteristics 
of the load to be served. Electric power distributed by the VEPCO system is sup- 
plied predominantly by steam-electric plants, and therefore the logical place for 
the Roanoke Rapids plant under adverse water conditions is in the peak of the 
system load curve where its hours of required operation will be within the 
capability of the available water. 
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As we found in our order of January 26, 1951, issuing this license, the full 
installed capacity of 91,000 kilowatts authorized for this project can be utilized 
on the VEPCO system load during periods of the most adverse streamflow so far 
encountered without any upstream storage regulation in the Buggs Island 
project. Operated in this manner, the Roanoke Rapids plant would obtain its 
highest peak capacity use—and thus the greatest amount of capacity from the 
available flow—consistent with the expected customer requirements during the 
hours of highest load on the VEPCO system. Furthermore, unless this project 
is operated as part of a large utility system, its optimum capacity value will not 
be realized. 

In other words, the engineering and factual evidence demonstrates conclusively 
that the Roanoke Rapids plant as part of the VEPCO system would be fully de- 
pendable under adverse water conditions without any regulation provided by 
Buggs Island reservoir. Engineering studies further show that the Buggs Island 


storage regulations will contribute on the average about 70 million kilowatt-hours 
of additional power output a year at the Roanoke Rapids plant. Since this cannot 
add to the dependable capacity of the Roanoke Rapids plant, it will have onl) 
fuel replacement value on the VEPCO system If VEPCO should operate its 
steam-electrie generating plants to produce 70 million kilowatt-hours, the energy 
would have a cost of 3.79 mills per kilowatt-hour, or a little over $250,000 a year." 

In this connection, when the validity of the license was in question, claims 
were made that the value of the additional power output at Roanoke Rapids 
due to storage regulation at Buggs Island would be from £308,860 up to $1,955,000 
a year.’ One of the estimates of value so given was predicated upon a claimed 
average cost of power from a steam-electric plant amounting to about 10.1 mills 
per kilowatt-hour. Another estimate was said to be supported by a contract 
wherein VEPCO was billed at the equivalent rate of about 9.8 mills per kilowatt 
hour for power purchased from another company. Both the 10.1- and 9.8-mill 
figures include capacity and energy components of cost for power generated by 
a steam-electric plant. However, neither figure is applicable here, for there is 
no apparent way in which the Buggs Island Reservoir operation can contribute 
to the dependable capacity of the Roanoke Rapids plant with its installed capac 
ity of 91,000 kilowatts, as we previously found. 

With the ponding capacity which will result by establishing the height of the 
Roanoke Rapids pool at elevation 132 instead of at elevation 127 as once con 
templated, that plant will be able to operate with greater flexibility than if the 
pond elevation was lower; and, of course, flexibility of plant operation is highly 
desirable in the operation of most hydroelectric plants, and especially so in this 
instance. Inclusion of the Roanoke Rapids plant as part of its system will 
enable VEPCO to use the flexibility of this plant to meet widely fluctuating peak 
loads much more economically than through the use of steam-electric plants 
for that purpose. Also, it will improve the reliability of power supply in the 
area by providing generating capacity locally, make the area less subject to 
interruptions or disturbances caused by transmission-line outages, and improve 
to some extent the voltage regulation on the system in the area. 

The load factor at the Roanoke Rapids plant will be about 24 percent during 
the period of adverse streamflow and with the regulation provided by the Buggs 





t 


ee 


2An engineering witness for the Secretary of the Interior gave a value of 3.76 mills per 
kilowatt-hour for steam-electric generation of this much power 

2In addition to the estimates by VEPCO and the staff of the Commission, the average 
annual value of the Buggs Island contribution to the Roanoke Rapids output was variously 
estimated at $208,860, $335,000, $662,000, $690,000, $707,000, $751,000, $817,620, $880,800, 
and $1,955,000, depending upon the assumptions adopted. In each instance these other 
estimates included an allowance for an increase in the capacity value of the Roanoke Rapids 
plant due to Buggs Island regulation. The contention that the capacity value of the 
Roanoke Rapids plant would be increased was predicated upon an assumption that VEPCO 
must always operate that plant in the same position on its load curve during system 
peaks, regardless of the flow of water available, an unrealistic assumption for which no 
logical reason was given and one which we could not accept in the light of prevailing 
economical operating practices. It was also suggested that the additional power output 
made available at Roanoke Rapids by Buggs Island storage operations would be firm 
energy because it would be supplied during periods of relatively high system demands as 
specified by the supplier It should be obvious, however, that the storage releases from 
Buggs Island will be made solely to accommodate the power demands which the Buggs 
Island plant supplies and not the power demands on the VEPCO system and that VEPCO 
will have absolutely no control over the Buggs Island operations by reason of its operation 
of Roanoke Rapids. 
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Island reservoir... We point out, however, that the installation of 204,000 kilo- 
watts of capacity at the Buggs Island plant calls for operation of that plant 
at about 15 percent load factor, which means an even more severe peaking 
operation than is required at Roanoke Rapids. Hence the Buggs Island opera- 
tion, within the limits of its hydraulic capacity and zero, must fluctuate the 
streamflow even more severely than at Roanoke Rapids if it is to be economically 
and efficiently operated. 

Finally, certain streamflow conditions are required in the lower river; and, 
if these conditions are to be fulfilled, either the Buges Island peaking opera- 
tions must be modified or the Roanoke Rapids ponding capacity must be utilized 
to smooth out the flow in the lower river. We have already provided in the 
license for minimum flows below the Roanoke Rapids plant and for limitations 
in the rates of variation in discharge past that plant, these requirements being 
imposed for navigation, the preservation of fish, and Sanitation. The reservoir 
capacity which we are now finally authorizing will assist in meeting these 
requirements. 

While the Buggs Island operation is not subject to the licensing require 
ments of the Federal Power Act, nevertheless, if the same flow requirements were 
imposed upon its operation as are carried in the Roanoke Rapids license, as obvi 
ously would be in the public interest, the power operations of the Buggs Island 
plant without Roanoke Rapids would be modified accordingly. Hence, the 
Roanoke Rapids pool with elevation at 152 feet will serve a very useful purpose 
of increasing the flexibility of operation at the Buggs Island plant. 

The United States Army Chief of Engineers approved normal operation of the 
Roanoke Rapids pools at elevation 132 feet in his letter of April 27, 1949, upon the 
same conditions as are prescribed in paragraph 10 of our order of January 26, 
1951. These conditions having been met, the elevation of the pool should now be 
finally established for the reasons to which we have referred. 

The Commission orders: 

The normal operation height of the Roanoke Rapids pool to be created by the 
dam authorized in the license for Project No. 2009 is hereby established at 
elevation 132 feet above mean sea level. 

By the Commission. Chairman Kuykendall not participating. 

LEON M. Fuquay, Secretary 

Adopted: May 28, 1953. 

Issued: May 29, 1953. 

Mr. Gatrcurt.. The Secretary of the Interior submitted several 
estimates of the benefits to be obtained from Roanoke Rapids. One 
figure was $880,800 a year, and then he changed that to $817,000 a 

year, and then he changed th: at to $662,000 a year. By the time we 
made an analysis and showed the defect in that analysis, he presented 
us with another until we were unable to follow him clearly as to what 
argument he was making. We thought the Secretary of the Interior 

; : " kre 
was wrong, and I myself tried that case before the Commission and 
appeared in court where the court sustained the Commission com- 
pletely in every pi articular. 

The Commission arrived at a figure of $250,000 a year as the benefit 
received by the Roanoke Rapids plant, and your attention is called 
to the fact that no absolute determination has been made with respect 
to Roanoke Rapids. That is so. The present act does not permit 
various determinations of when headwater benefits will obtain. This 





® Even in adverse water years this will mean that the plant could be operated at full 
capacity for approximately 24 percent of the time, and during average and high-flow water 
years it could be operated at full capacity from 43 percent to as much as 60 percent of the 
time During a period of extreme low flow without the Buggs Island regulation, the 
Roanoke Rapids plant could be operated for 19 hours as the load requires during the week 
of the VEPCO system peak, which gives it a high value on that system and is more than 
sufficient to make it dependable on that system load. Any additional hours of operation 
during the period of system peak load which may be made possible by storage releases 
from the Buggs Island reservoir will add to the energy, output but obviously will not add 
to the dependable capacity of the Roanoke Rapids plant. 
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bill will permit that. We think that is a salutary estimate 5 years 
in advance. The rates of the power company are fixed accordingly. 

But under the present act no benefit charges are assessed until the 
benefits have been received because the Way the language of the 
statute reads—and that, I may say, is the answer—of the failure of the 
Commission at this time to have made any determination of the charges 
to be assessed for the benefits obtained from the Hungry Horse project. 
That project will benefit the John Kerr plant and the Montana Power 
Co. immediately up at Flathead Lake. It will also benefit the projects 
of the Washineton Power Co. and Puget Sound Power & Light Co. 
and the Chelan Publie Utility District down at Rock Island. 

The Commission has already started the studies to make the deter- 
mination but because Hungry Horse has not been in operation long 
enough to find out exactly what those benefits have been we have not 
yet made a determination, and that determination will undoubtedly 
be made. 

One point Mr. Farley would like to bring up at this point. 

Mr. Fartry. The Commission instituted an investigation for the 
Blakely Mountain project and they have also made an investigation 
for the Allatoona project in Georgia. There was an installation in- 
vestigated for Canyon Ferry on the Missouri River, and one for the 
Columbia River. 

Mr. Garcueii. In connection with this downstream project bene- 
fiting upstream operations, the present act is not clear as to whether 
if there is a lower reservoir that permits re-regulation of a flow that 
is discharged the irrigation interferes upstream, there can be assessed 
a benefit against an upstream develope rand who receives that benefit. 

At the Pine Flat Reservoir on the Kings River in California it was 
constructed by the United States in order that there will be a large 
pool which will be a distinct benefit to the powerplant upstream be- 
cause it will store water that can be released for irrigation purposes 
and permit those powerplants to operate at times of the year when 
they cannot otherwise operate. 

The bill as it is drawn permits any water use facility, whether up- 
stream or downstream, that confers benefits, to be considered in as- 
sessing a benefit charge. 

In this case the Pine Flat plant would not pay under the present 
act. It would pay under this bill and we think it should pay in order 
to apply the rule equitably, and that it should not be merely a head- 
water benefit upstream but there should be any improvement which 
contributes to the power use or power capacity of a particular project. 

Reference was made to the Ice Harbor computations which have 
included some of the benefits to be obtained from upstream reservoirs. 
It was formerly the practice of the Department of the Interior to 
consider benefits from projects which had not been constructed or 
even authorized, and some of the benefits of Ice Harbor are in that 
category. 

Secretary McKay, in making his reanalysis of the power policies 
that it had been in effect, said that that was not an economic practice 
and it did not present to the Congress or the Department a true pic- 
ture of what the actual facts were because they did not know when 
Congress would authorize projects, if at all, and therefore there has 
been limited consideration of the benefits at these projects which are 
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to be constructed solely to those projects which have been actu: ally 
authorized or built, so that you will not have at Ice Harbor in a com- 
putation of their cost-to-be nefit ratio, you will not have consideration 
given to projects which have not even been placed in authorization 
by Congress or been constructed, and that seems to offer a more 
rational basis, because that gives you the actual figures as you should 
have them. 

Finally, Mr. Chairman, if I might just refer to the fundamental 
purpose of this bill, I do not believe that there is any value in water 
to the public if it cannot use that water. This bill merely says that 
if the water is made available for use the cost of the fac ility shall 
be reimbursed. It does not say anything to be provided in the way 
of a charge for the water. There is a charge for the cost of the 
facilities that make that water available, and that alone. 

Mr. L’>Heurevux. Available and used. 

Mr. Garcuewi. Available and used. It still must be used and the 
benefits obtained before there is any possibility of a charge to the 
user under the bill. 

Senator Purrett. We heard that the other projects might be 
dropped because of the feasibility test. 

Mr. Garcuet.. I heard of no project which would be dropped if 
this bill would be passed or if this bill were law today. No feasibility 
ratio would be changed because the benefit must be conferred before 
there is a charge, and if the benefit is conferred and the charge is less, 
as it must be in order to have a benefit, it would seem to me that the 
feasibility ratio is not only beneficial but it is enhanced in favor of 
it. If the charge ever became more than the benefit it would not be 
a benefit and this bill does not require that it be a detriment. 

Senator Purrett. Have you any questions, Senator Monroney ? 

Senator Monronry. No questions. 

Senator Purret.. This is not going to get into debate, but so that 
we might get this thing cleared up, have you any other questions 
- it you might wish to put up to the Chair that perhaps Mr. Gatchell 

‘an help us about in our thinking? 

Mr. Farn. I would make two comments, if I may. 

In the first place, it was our understanding, and that is derived 
from reading the hearings before the Civil Functions Subcommittee of 
the Senate Appropriations Committee, that Colonel Whipple from the 
Corps of Engineers stated Ice Harbor was not economically feasible 
without upstream benefits being considered. 

On page 388 of those hearings for this year, Senator Cordon said: 


( 
l 
] 
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Senator Corpon. Colonel, heretofore there has been considerable data placed 
in the record with reference to Ice Harbor, and as I recall it—I am certain I 
am correct—the full value of Ice Harbor is dependent upon upstream storage, 
but the project as a single project, as I understand it, is feasible without the 
upper storage and the 1.19 to 1 ratio is predicated upon the use of the dam 
without that storage; is it not? 

Colonel WuHtpprLr. No, sir. I am sorry, I do not believe it is qute correct, sir. 

Senator Corpon. Correct me if I am wrong. That was my understanding. 

Colonel WurpeLe. This dam is not economically feasible without some up 
stream storage and the benefits have been computed on the basis that some 
upstream storage would be available. 


Senator PurreLy. Would you care to remark on that, Mr. Gatchell? 
Mr. GarcnetL. That is absolutely true. They had to consider the 
benefits from the Hells Canyon project in making their estimates for 
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the purposes of the Army . They presented a comprehensive plan 
for the whole river basin system which embraced certain projects 
to be built by the Army and sent to you by the Bureau of Recl: amation. 

Colonel W hipple stated what is in the Army Review Report for 
the Columbia River. I merely stated that the Secretary of the In- 
terior said that in their estimates of the benefit-to- cost ratio they 
do not feel it is desirable to include projects which have not been 
authorized or constructed, that it does not present a fair picture. 

Mr. Fatn. The only comment that I would like to make. and J 
agree with what the ‘oe ntleman said, except for the two comments 
I am making, and that is in the interpretation of the bill on lines 7 
and 8 on page 2. I simply cannot read in there that it is not possible 
under the bill that irrigation benefits would not come under this bill. 
I do not see the language stating that it would only be as to power 
benefits. I simply cannot read it in there. 

Mr. L’Hevrevx. Your objection would be removed if we made that 
clear? 

Mr. Farn. I think that should be spelled out very clearly and defi- 
nitely. 

Senator Purretn. The report certainly can convey that informa- 
tion and the legislative history as established today conveys that infor- 
mation. 

Mr. Garcneiyt. You are correct. There is no irrigation benefit here 
that would be assessed any charges. 

Senator Purreti. From the report anyway, assuming that we get 
one approved, accepting these interpretations that would become legis- 
lative intent. 

Senator Monronry. Only in a court case is the report controlling. 
If you want it in there you had better say provided no part of this bill 
shall apply to irrigation projects. 

Senator Purrett. That is the intent of the Department. 

Mr. Gatcne... I think it should be written in the bill. 

Senator Purretyi. You will make note of that. 

Are there any other questions that you feel we should clear up by 
having the representatives of the Commission here answer ? 

Mr. Fan. No; I do not believe there are as to any points which I 
have raised, Mr. Chairman. 

Senator Purret.. This particular question as to irrigation will meet 
one of your major objections to the bill, will it not ? 

Mr. Farn. Yes, sir; that the language of the bill as it is now drawn 
is too broad. 

Senator Purre.. If we restricted it by language that it is not to 
cover irrigation projects, then to that extent that would be saisfactory ? 

Mr. Fain. I think my statement was that if the language could 
he restricted so that only power benefits would be considered, that the 
bill would certainly be strengthened. 

Senator Purrett. That apparently would meet no objection on the 
part of the Commission. 

Mr. L’Hevrevx. Is that true, Mr. Gatchell ? 

Mr. Garcnety. Yes, sir; I think that is what the bill now very clear- 
ly provides, and if it doesn’t I will submit some language to the com- 
mittee so that it can consider the bill to make that w ithout question. 

Senator Monroney. I am still worried about this bill. I do not 
know enough about water law. Coming form a very dry part of the 
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country, to dismiss the fear that we are conveying a vested interest in 
our rivers that today does not exist, that is one of my fears, that we 
ceive not only priority rights that we recognize and make payment for 
our own water and that we may find ourselves if we go upstream from 
these headwater dams which we will be paying for under this bill, to 
find that some kind of a court test could rest against the Federal Gov- 
ernment on its present right to develop these streams as Congress sees 
fit. 

Do you know any previous cases that this might estop the Govern- 
ment from building dams, headwater dams above the privately owned 
headwater dams? 

Mr. Fary. I don’t know of any legal basis for stopping them. Of 
course, as a practical matter it could mean new projects which are 
now being contemplated by the Federal Government would not be 
built because of the downstream benefits which would be paid by the 
Federal Government to the private power company which could be 
used in the construction of the upper facility by the private company. 

Mr. Garcueny. I was called in by the Governor of Montana and 
Senator James Murray, of Montana, and the Attorney General to 
assist them in a very strong fight they had with the Montana Power 
Co. over the broad water users project on the Missouri River. We 
went into the water rights very fully in that case and the court finally 
sustained the State. I was asked to assist the State and the State was 
finally successful in that case. 

Your water rights as such are not under the Federal Power Act 
of 17 States in the arid and semiarid West, most of them deal with the 
appropriation rights. In California they have no appropriation 
rights, but they have riparian rights. Whatever the rights are the 
United States has an important right to defend those sections of the 
United States where it feels it is in the public interest to do so. I 
know of no State where private power companies can prevent an im- 
portant operation of any use by the United States of water for a con- 
stitutional purpose, irrigation, power, flood control. I know of no 
way that this bill can effect that or that the Federal Power Commission 
can affect that. 

Senator Purrety. Are there any other questions, Senator Monroney ? 

Senator Monronry. No, Mr. Chairman. 

Senator Purrett. Have you any other questions, Mr. L’Heureux? 

Mr. L’Hevrevx. No questions. 

Senator Purre.t.. Senator Magnuson wanted to be here but he is 
unable to be here because of other senatorial duties. He has asked 
that his administrative assistant, Mr. Irvin Hoff, present his statement 
in his absence. 

(Subsequently, the following letter addressed to Senator William A. 
Purtell and dated June 14, 1954, was received from Mr. Charles J. 
Fain:) 

NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 
Washington 6, D. C., June 14, 1954. 
Hon. WiLttAM A. PURTELL, 
Chairman, Business and Consumer Interests Subcommittee, 
Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 

Drar SENATOR PURTELL: This letter is in further reference to the opposition 
of the National Rural Electric Cooperative Association to Senate bill 3434 in its 
present form. You will recall that our oral argument against enactment of the 
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bill, as it now stands, was presented on last Wednesday, June 9, 1954. At that 
time, you granted us permission to submit such supplemental material as we 
thought might be helpful to the subcommittee in further considering the bill. 

First. I would like to refer to a letter written under date of June 10, 1954, to 
the chairman of the subcommittee, Senator Purtell, by Mr. Willard W. Gatchell, 
General Counsel of the Federal Power Commission. Mr. Gatchell was kind 
enough to furnish me with a copy of his letter. 

In this letter, Mr. Gatchell calls the attention of the subcommittee to the fact 
that estimates of the benefits accruing to the Roanoke Rapids Dam of the Virginia 
Electric & Power Co., from the John H. Kerr (Buggs Island) Federal dam up- 
stream, had ranged from a low of $250,000 per year to $1,955,000 per year, rather 
than from $308,860 to $1,955,000 which were the figures I used. I wish to thank 
Mr. Gatchell for correcting the record on this point, and I appreciated him call- 
ing it to my attention. Mr. Gatchell’s letter, however, supports our conclusion 
that the Commission, in this instance, found that the lowest of all estimate was 
correct in its view. This was the estimate least favorable to the Government. 

I would also like to make the point that in correcting this figure, Mr. Gatchell 
strengthens one of out prin ipal points of contention That is, estimates of down- 
stream benefits for a particular project vary between such wide limits as to make 
it impossible to determine the extent to which the Federal Power Commission 
may levy charges against Federal water use projects under the practically 
unlimited authority contained in 8S. 3434 

In the now familiar Roanoke Rapids case, for instance, the Commission has 
made at least a preliminary determination that the lowest of all estimates, namely, 
$250,000 per year, would be all that the Government will be entitled to for the 
benefits which the John H. Kerr Dam confers on the downstream Roanoke 
Rapids Dam now under construction by the Virginia Electric & Power Co. Mr. 
Gatchell, in his letter of June 10, speaking of the higher estimates of benefits 
arrived at by engineers outside the Federal Power Commission, states that, in its 
findings and order in this matter dated May 29, 1953, “The Commission points to 
the manifest errors in the headwater benefits to which Mr. Fain makes reference.” 
I cannot see where the iindings and order of May 20, to which Mr. Gatchell refers, 
in any way demonstrate manifest errors on the part of other engineers arriving 
at higher estimates. It merely concludes that the estimates of the Commission 
engineers are correct, and that other estimates are incorrect In this order, the 
Commission finds “that the Roanoke Rapids plant, as part of thet VEPCO system, 
would be fully dependable under adverse water conditions, without any regula- 
tion provided by Buggs Island Reservoir.” The Commission consequently 
found that the only benefits accruing to the Roanoke Rapids plant from the John 
H. Kerr Federal Dam (Buggs Island), would be the availability of additional in- 
cremental energy, and that, therefore, any contention that the Buggs Island plant 
would increase capacity of the Roanoke Rapids plant was predicated upon “an 
unrealistic assumption for which no logical reason was given.” 

Despite this assertion, however, during testimony before the FPC examiner on 
this docket, Mr. George Hamilton, former Chief Engineer for the Division of 
Power, Department of the Interior, declared that it was inconceivable that the 
storage capacity at Buggs Island would not contribute any capacity to the Roa- 
noke Rapids project. Mr. Hamilton was not associated with the Department of 
the Interior during these hearings, but was called in as an outside consultant by 
the Department. It was also shown during the hearings that the dependable 
capacity of 91,000 kilowatts at Roanoke Rapids would be available for only 1 
hour per week in December without the regulatory effect of the John H. Kerr 
Reservoir. 

I would also like to point out that in 1929, several years prior to the construc- 
tion of the John H. Kerr project, the Virginia Electric & Power Co. applied for a 
license to build the Roanoke Rapids project. At that time, the company applied 
for a license to build a plant of 41,000 kilowatts only. Yet, after John H. Kerr 
Dam was completed, the revised application of the company for the new Roanoke 
Rapids project included provision for 91,000 kilowatts of capacity 

It, therefore, seems to us that the conclusions of the Federal Power Com- 
mission staff engineer in this matter, though they may be correct on the basis 
of assumptions included, are, nonetheless, not absolute and open to serious 
question, and that considerable doubt was cast on their validity by the testi- 
mony of Mr. Hamilton during the hearings. Mr. Hamilton’s testimony indicated 
that the Buggs Island project contributed 75,000 kilowatts of the 91.000 kilo- 
watts of capacity that will be available at the Roanoke Rapids project, which 
would be a contribution by the Federal Government of $1,955,000 per year as 
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compared with the $250,000 per year arrived at by the Federal Power Commission 
staff. 

To demonstrate our contention, I would like to point out the fact that during 
testimony before the Federal Power Commission examiner on the Roanoke 
Rapids case, a Commission staff engineer testified that the amount of power 
which could be made available in 1955 to rural-electric cooperatives and munici- 
palities from the John H. Kerr project would be, at most, 37,000 kilowatts. 
The fact of the matter is that the Interior Department has already contracted 
to furnish 60,000 kilowatts of John H. Kerr Dam power to 17 cooperatives alone. 
I point this out merely to show that Commission staff estimates are in no way 
inherently superior to the estimates of other engineers. 

Again I would like to emphasize that we do not present the details of the 
Roanoke Rapids case as any intended criticism of the Federal Power Commis- 
sion or its staff, but we merely wish to impress upon the subcommittee that 
according to the assumptions made, the calculations of downstream hydroelectric 
benefits may vary between extremely wide limits, and that the present bill, 
as it now stands, confers practically unlimited authority on the Commission 
to levy charges against Federal projects, and thereby creates the possibility 
of seriously curtailing the development of the Federal power and water resource 
program. 

As was reported to the committee by the National Rural Electric Cooperative 
Association, we feel that the broad language of the bill, as it is written, could 
include other benefits than hydroelectric benefits. This is so because there is 
no limitation in the bill on the meaning of the word “benefits.” You will recall 
that the act, as it is now written, confines the meaning to “direct benefits.” 
You will note that section 31 (a) of the bill states “whenever any hydroelectric 
power project owned by non-Federal interests is or will be benefited by the 
construction, operation, or maintenance of any reservoir or other water use 
facility” and, further, in paragraph (b) “whenever any hydroelectric power proj- 
ect owned by the United States is or will be bentited by the construction, opera- 
tion, or maintenance of any reservoir or other water use facility.” The language 
quoted does not mean that the benefits are confined to “hydroelectric power 
projects,” rather the limiting language quoted is that the bill, as a whole, only 
pertains to “hydroelectric power projects.” This is a limitation on the type of 
projects affected by the bill, but it is not a limitation on the type of “benefits” 
which could be assessed against the project. Oftentimes, if not always, a 
Federal hydroelectric power project is a multipurpose project which has, as its 
primary function, the storage of water for irrigation or flood control purposes. 
Thus, it is a hydroelectric project as well as being an irrigation and/or flood 
control project. As the bill is written, a Federal dam downstream could be 
made to pay irrigation benefits derived from water use facilities owned by 
a private company upstream. In view of Mr. Gatchell’s letter in which he 
states, “Mr. Fain also questioned the language in section 31 (a) as carried in 
the bill which, in his estimation, would call for a payment by a Federal project 
serving only irrigation purposes. (Emphasis ours.) I have talked further with 
Mr. Fain on this matter and he indicated that he had misconstrued the purport 
of the language.” I feel I should make some further explanation of my con- 
versation with Mr. Gatchell. First of all, I do not recall stating when I gave 
my testimony that I thought a “Federal power project serving only irrigation 
purposes” would have to pay benefits under S. 3434. Rather, I emphasized that 
it would be a multipurpose project, i. e., a hydroelectric and irrigation project 
where the danger would be that the language of the bill could take in irrigation 
benefits. Furthermore, my statement to Mr. Gatchell in my private conversa- 
tion with him on misconstruing the purport of the language pertained to the use 
of the term “water use facility” and did not pertain to the question of whether 
or not irrigation benefits derived from a multipurpose project would come 
under the language of the bill. I thought that I had made that distinction 
clear to Mr. Gatchell in our conversation, but evidently he misunderstood the 
meaning of my reply to his question. So there can be no mistake of the mean- 
ing of my testimony, I repeat that S. 3434, without any precedent to act as a 
guide, could very well be construed to cover a charge made for benefits to a 
multipurpose Federal project other than “power benefits.” For that reason, 
we are submitting an amendment to the committee which would correct this 
possible misconstruction of the intention of the bill as expressed by Mr. 
Gatchell. 

There is also submitted an amendment which would eliminate the inequity 
which the bill would bring about in the Columbia River Basin area in view 
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of the fact that the downstream projects now constructed are Federal projects. 
There is also amendment language submitted which would eliminate the use 
of the bill in determining the feasibility of any proposed Federal project. 

We appreciate the chairman's suggestion that this association may submit, 
for consideration by the subcommittee, such amendments as would, in the opinion 
of the association, clarify the language of the bill, and eliminate some of its 
most dangerous aspects. Therefore, we respectfully submit the following amend- 
ments: ‘ 

imendment No. 1.—Strike out the period on page 3, line 10, and add the 
following: “Provided further, That no benefits shall be considered other than 
hydroelectric benefits and the feasibility, as determined by the benefit-to-cost 
ratio, shall not be changed by the provisions of this act for any hydroelectric 
project authorized or approved for authorization as a part of a comprehensive 
area hydroelectric plan made by the United States or any agency thereof: Pro- 
vided further, That no charge shall be made against any hydroelectric power 
project owned by the United States which is completed or under construction at 
the time of the passage of this act.” 

Amendment No. 2.—Strike out the phrase, “water-use facility” and insert in 
lieu thereof the phrase “other headwater iniprovement” and on page 2, line 18, 
strike out the phrase “water-use facility.” 


Amendment No. 3.—Page 3, lines 22, 23, and 24, strike out the words “in each 
instance where the cost of operating the facility involved is financed by direct 
appropriations.” 
tmendment No. }- Page 4, lines 8. 4. 5. 6, and 7, strike out all of said lines 
after the words “receipts” and add after the word “receipts” on line 3, a period. 
Please be assured that we appreciate the courtesy extended by the chairman 
of the subcommittee during the oral testimony on May 9, and we also appre- 
ciate this opportunity to submit supplemental information for the record. We 
trust that if there is further question on issues in controversy relative to 8S. 3434, 
the chairman will not hesitate to call on us further. 
Sincerely, 
CHARLES J. FAIN, 
Legislative Assistant. 


JOINT STATEMENT OF HON. WARREN G. MAGNUSON, A UNITED 
STATES SENATOR FROM THE STATE OF WASHINGTON, AND HON. 
HENRY M. JACKSON, A UNITED STATES SENATOR FROM THE 
STATE OF WASHINGTON, AS PRESENTED BY IRVIN HOFF, ADMIN- 
ISTRATIVE ASSISTANT TO SENATOR MAGNUSON 


Mr. Horr. Mr. Chairman, this statement will be presented in such 
a manner that I think I can save you some time. It is a statement by 
Senators Magnuson and Jackson. It isa joint statement. , 

Mr. President, we are strongly opposed to this bill, S. 3434. It 
propeses a major change in Federal power policy. 

The legislation was introduced May 11. Parties at interest through- 
out the country have not had adequate time to consider its implica- 
tions. This is the second hearing on the bill, but in neither case 
were interested parties given sufficient advance notice to adequately 
prepare testimony. 

This bill is one facet of the administration’s so-called partnership 
program. It cannot properly be considered as an isolated fragment. 
Other pieces of the partnership policy are before the Public Works 
Committee of the Senate at the present time. Full-scale hearings 
should be held on the entire package so the Congress and the people 
of the country may know what the full impact of these separate frag- 
ments will be on existing Federal power policy. 

S. 3434 and the bills in the Public Works Committee have been 
thrown at the Congress like a fragmentation bomb. The pieces have 
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come to light in a variety of places—but the total effect on existing 
polic y may be no less devastating. 

We raise the question as to whether S. 3434 should have been re- 
ferred to this committee. Senate rule 25, subsection (N), contained 
in the Reorganization Act of 1946, gives the Public Works Committee 
jurisdiction over waterpower. We contend this should be referred 
to the the Public Works Committee so the fragments of the explosive 
the administration has hurled at existing policy may be assembled 
in one place and considered as a single package. 

The amendment to section 10 (f) of the Federal Power Act, which 
S. 3434 represents, was recommended by the Federal Power Com- 
mission in March of this year. The Commission’s report contained 
21 recommendations. This was No. 19. To the best of our knowledge 
it is the only legislative recommendation made by the Commission 
which is being rushed through the Congress. 

It took the Federal Power Commission 34 years to come up with 
this recommendation. We are at a loss to understand why this par- 
ticular recommendation has been singled out for hasty action—al- 
though we suspect that an X-ray picture of what is going on behind 
the scenes would reveal the hand of the private power interests of this 
country supplying the push. 

The section of the Federal Power Act which S. 3434 seeks to amend, 
has been on the statute books for over 30 years. The section, as it 
stands, stipulates that when the Federal Government creates, on a 
river, benefits upstream from a private company’s installation, the 
private company shall pay to the Federal Government a reasonable 
charge for those benefits. 

Let us give you a specific example : 

The Feder al Government has constructed and operates Hungry 
Horse Dam on the Flathead River in Montana. Hungry Horse has 
storage capacity of some 3 million acre-feet. As water from this 
dam is released during low water periods, it generates additional 
power at the Rock Isl: and Dam near Wenatchee, Wash., owned by the 
Puget Sound Power & Light Co. The present section 10 (f) stipu- 
lates that the private company shall pay the Federal Government a 
reasonable sum for the benefit to Rock Island, created by the upstream 
Federal dam. To the best of our knowledge, however, this provision 
of the Federal Power Act has never been enforced. 

The bill before you proposes—among other things—that the Fed- 
eral Government shall pay to private companies or non-Federal own- 
ers a reasonable sum for benefits at Government dams, attributable 
to developments upstream constructed by private companies. On the 
face of it this may sound just and equitable. Some people will say— 
the private company has to pay for upstream benefits created by the 
Federal Government, why should not the Federal Government in 
turn pay upstream benefits created by private companies? Let us 
answer that question. 

Mr. Chairman, the people of this country are the owners of inter- 
state or navigable streams. The people are the owners of the resource. 
The navigable streams and rivers are a public resource. 

When the people create additional benefits through development 
of their own property, they have a right to levy a reasonable charge 
against any private profit company which benefits from that devel- 
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opment. It does not follow that a private company which has been 
sranted the privilege of using a public resource, for profit, should 
levy a charge against the people for any incidental benefits created 
by ‘that privilege. The two eases are not on all fours. 

When a private company desires to build a dam ona public stream, 
it must £0 to the Federal Power Commission to seek a license. In 
the transaction FPC is representing the public—is representing the 
people. The Commission supposedly decides whether it 1s Mm the 
public interest to grant the private company the privilege of using 
its—the public’s—resource for private profit. We emphasize that: it 
o granted the private company. It is not an 


isa priv ilege that is being 
inherent right. 

The public, through its local and Federal Governnient, could de- 
velop the resource itself and in the process would acquire the benefits 
of the development at a cost to itself lower than that which prevails 
when a private profit institution undertakes the work. The phil- 
osophy behind the present section 10 (f) is that, as a consideration 
for permitting the private company to use a public resource, the people 
are entitled to any collateral benefits. 

The people are the proprietors—they are the owners. As a matter 
of right they should not be required to pay the levies contemplated 
by S. 3434. 

“Mr. Chairman, we are gravely concerned over what this bill might 
do to the power rates in the Pacific Northwest and in other comparable 
situations throughout the country. 

At the present time the Federal Government—which means the 
people—have a terrific investment in multipurpose dams on the Co- 
lumbia River and its tributaries. There are Hungry Horse, Grand 
Coulee, McNary, and Bonneville. In addition, Chief Joseph, and the 
Dalles are under construction. 

Upstream from these dams is the great Libby site. Libby Dam will 
store around 5 to 6 million acre-feet of water. It will have an in- 
stalled capacity of over 500,000 kilowatts. In addition, through re- 
lease of its storage, it will create over 500,000 kilowatts in downstream 
benefits. 

It is our suspicion that this bill is designed to permit private power 
companies to develop sites such as Libby—is designed perhaps to per- 
mit private development of Libby Dam itself. 

If this bill were enacted and a private company constructed Libby 
Dam; Grand Coulee, Chief Joseph, McNary, the Dalles, and Bonne- 
ville would all be required to pay tribute to that company. <A charge 
would be levied against the people at these downstream powerplants 
for use of the water stored upstream. 

It is probable that a private company could finance Libby Dam, if 
that company, under this bill, were permitted to charge the Federal 
Government for use of the water. 

Now what would such an arrangement do to the power rates? 

That is a very crucial question and to the best of my knowledge no 
one in the administration has come up with an answer. We ourselves 
do not know the answer. 

Suppose that in addition to Libby the private interests construct 
dams at Penny Cliffs and Bruces Eddy on the Clearwater River in 
Idaho. These dams have storage features. Together it is estimated 
that they will have a usable capacity of over 3 million acre-feet. 
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Here again the Federal Government—the people—would pay trib- 
ute to a private profit corporation for use of their own resources at 
downstream powerplants. What would this do to the power rate at 
those downstream installations? 

Again, we say we do not have the answer, but certainly this commit- 
tee should have the answer before this bill is passed out of this com- 
mittee. 

Let us go back to the discussion of Libby Dam. In 1950 the Corps 
of Engineers estimated the project—if built by the Federal Govern- 
ment—would cost about $265 million. If built by the Federal Govern- 
ment, the interest charge on the investment would be 21% percent. If 
built by a private company the cost of the money would be at least 
d¥g percent, and probably 414 percent. In addition, a private com- 
pany is permitted to charge rates that will return to it around 6 per- 
cent on its investment. 

The question arises—how much would the people, at their down- 
stream powerplants, have to pay the private company for water stored 
at Libby ? 

As we said before, we have no official or unofficial estimates on this 
point. We do, however, have some figures which give at least an 
inkling of what might happen. 

In the late fall of 1952 an or ganization called the Bonneville ad- 
visory committee was considering the possibility of financing some 
Northwest projects through the issuance of revenue bonds. To help 
the committee in its deliberations the Comptroller of Bonneville 
Power Administration, Mr. Ostrander, was requested to compile some 
estimates as to what additional costs would accrue if revenue bond 
financing were substituted for the congressional appropriation method. 

Mr. Ostrander pointed out that the financial costs—interest and 
amortization—constitute 71 percent of the total cost of a project, 
assuming a 21% percent interest charge on the money and a 50-year 
payout period. He concluded that if “the interest were raised to 314 
percent, this additional cost of money would increase rates by approxi- 
mately 14 percent. 

Assuming that the ratios developed by Mr. Ostrander would still 
prevail—as the interest rate moves up—a 414 percent rate would pro- 
duce a 27 to 28 percent increase in rates. 

In our judgment, the cost of upstream storage benefits would follow 
a similar pattern. It is easily possible, therefore, that enactment of 
this legislation would open the door to downstream levies, against 
existing Federal projects which would completely upset their ‘feasi- 
bility or would require an across-the-board hike in power rates. 

Mr. Chairman, there are so many questions still unanswered that 
I do not see how this committee—in good conscience—can vote on this 
legislation. We strongly urge that the bill be laid over until next 
session and that in the meantime the executive departments of the 
Government and all parties at interest make a thorough study of its 
impact on the existing Federal power policy and on power rates in the 
great drainage basins of the Nation. 

We repeat what we said at the beginning—section 10 (f) has been 
on the statute books for over 30 years. It took the Federal Power Com- 
mission 34 years to come up W ith this recommendation. Up to now we 
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have fared pretty well under the old law. Certainly, there is no com- 
pelling reason for hasty action on Senate bill 3434. 

Senator Purreri. Thank you, Mr. Hof. 

Do you have any questions, Senator Monroney ? 

Senator Monronry. We could direct, by resolution, that a joint 
study be made of this by the Reclamation Bureau and the independent 
power agency. This thing comes to us under the sole sponsorship of 
the Federal Power Commission, when I think it is of vital interest to 
the Reclamation Service and our independent power agency and the 
REA and all of the others that are dependent on the deve elopment of 
hydroelectric power. 

Senator Purrern. Do you have any further questions, Senator 
Monroney ¢ 

Senator Monroney. No, Senator Purtell. 

Senator Purretn. Are there any other witnesses who wish to be 
heard ¢ 

Since there are no other witnesses, we thank you very much for com- 
ing here, and the subcommittee hearing stands adjourned. 

The record will be kept open 5 days for additional statements. 

(Whereupon, at 3:55 p. m., the subcommittee adjourned.) 

(Subsequently, the following letters were received from the Cham- 
ber of Commerce of the United States and the National Association of 
Railroad and Utilities Commissioners. ) 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington 6, D. C., May 26, 1954. 
Senator WILLIAM A. PURTELL, 
Chairman, Subcommittee on Business and Consumer Interests, 
Senate Interstate and Foreign Commerce Committee, 
Washington 25, D. C. 

DrAR SENATOR Purtrett: The Chamber of Commerce of the United States 
favors the principles embodied in 8S. 3434, to amend the Federal Power Act to 
provide that charges shall be paid by Federal power projects which are benefited 
by stream improvements constructed by other parties. 

Section 10 (f) of the Federal Power Act of 1920, as amended, requires any 
non-Federal power project, benefited by any storage reservoir built upstream, 
to reimburse the owner of the upstream project for such part of the annual 
charges for interest, maintenance, and depreciation thereon as the Federal Power 
Commission may deem equitable. The Federal Government, on the other hand, 
is not required to reimburse the owners of an upstream reservoir for any benefits 
which a Federal power project may derive from that reservoir. 

Both electric companies and Government power agencies are engaged in the 
utility business. They make identical use of the Federal Government’s interest 
in land and water resources by developing hydroelectric power. They render 
practically identical services to the public, and they have practically the same 
effect on interstate commerce. The chamber, therefore, recommends that such 
Federal regulation of the power industry as is deemed necessary by the Congress 
be applied to the utility business as a whole, without discrimination or preference 
to any particular group of operators. 

Thus, 8. 3484 would eliminate one of the preferences which a Federal power 
agency has over private electric companies and other public power agencies. 
We, therefore, strongly urge your subcommittee to report favorably on S. 3434. 

We ask that this letter be made a part of the record of the hearings on this bill. 

Cordially yours, 


CLARENCE R, MILES. 
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NATIONAL ASSOCIATION OF RAILROAD & UTILITIES COMMISSIONERS, 
Washington 4, D. C., June 15, 1954. 
Hon. WILLIAM A. PURTELL, 
Chairman, Subcommittee on Business and Consumer Interests, 
Senate Committee on Interstate and Foreign Commerce, ’ 
Washington, D. C. 

DeAR SENATOR PURTELL: The membership of this association embraces the 
members of the public utility regulatory commissions and boards of the several 
States of the United States with the single exception of the State of Ohio, which 
is not presently actively affiliated. 

At a regular meeting of the executive committee of this association held in 
Washington, D. C., on June 14, 1954, a resolution was duly adopted favoring 
enactment of S. 3434, a bill to amend section 10 (f) of the Federal Power Act, 
to provide that charges shall be paid by Federal power projects which are 
benefited by stream improvements constructed by other parties. Enclosed is a 
copy of that resolution. 

I am aware that your subcommittee has already held hearings on S. 3434, but 
if the record has not been closed it would be appreciated if this could be incor- 
porated in it. 

I thank you for your cooperation. 

Sincerely yours, 
AUSTIN L. ROBERTS, Jr., 
General Solicitor. 


RESOLUTION FAVORING ENACTMENT OF S. 3454, 83D CONGRESS 


Resolved, That this association favors enactment of S. 3434, 83d Congress, a bill 
to amend section 10 (f) of the Federal Power Act to provide that charges shall 
be paid by Federal power projects which are benefited by stream improvements 
constructed by other parties, the payment to be determined in the same manner 
as for charges paid by non-Federal interests ; and be it further 

Resolved, That the committee on legislation and the legal representatives of 
this association be and they are hereby authorized to support said bill, or any 
similar bill which will accomplish the same objectives, on behalf of this asso- 
ciation, at any hearing upon such bill or bills before any committee in either 
House of Congress. 

Certified a true copy of a resolution duly adopted by the executive committee 
of the National Association of Railroad and Utilities Commissioners on June 
14, 1954. 

R. Everetre Kreecer. 


(The following letter was received from the American Public 
Power Association :) 


AMERICAN PusLic POWER ASSOCIATION, 
Washington, D. C., June 15, 1954. 
Hon. Joun W. Bricker, 
Senate Office Building, Washington 25, D.C. 

DEAR SENATOR BrRICKER: Our association, representing over 700 local publicly 
owned electric utilities in 38 States and Puerto Rico, is opposed to S. 3434. A 
statement setting forth the reasons for our position is enclosed herewith. 

With reference to my letter to you of May 27, we would sincerely appreciate 
your incorporating the enclosed statement in the printed hearings conducted by 
your committee with regard to 8. 3484. 

Thank you for your cooperation. 

Sincerely, 
ALEX Rapin, General Manager. 


STATEMENT OF ALEX RADIN, GENERAL MANAGER, AMERICAN PUBLIC POWER 
ASSOCIATION 


My name is Alex Radin. I am general manager of the American Public 
Power Association, which has headquarters at 1757 K Street NW., Washington, 
D. C. 

The American Public Power Association is a national trade organization rep- 
resenting over 700 local publicly owned electric utilities in 38 States and Puerto 
Rico. The particular business and objectives of the association, as set forth 
in the bylaws, are as follows: 
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‘(1) To promote cooperation between, and to render service to, municipal 
corporations, other public or quasi-public corporations, bodies, or agencies, Co- 
operative associations, nonprofit corporations, and similar organizations, owning 
or operating electric light or power systems or facilities, or specifically author- 
ized by law to own or operate such systems or facilities; (2) to promote the 
mutual improvements of its members, and of the subscribers to its services ; 
(3) to advance the common purpose of its members and subscribers, with 
particular regard to problems in the fields of (@) management and operation ; 
(b) engineering, design, construction, operation, and research; (c) accounting 
and commercial practice; (d) legal policy; and (e) such other problems as 
mav be common to, or of general interest to, public power systems, 

The municipally owned electric utilities are substantial purchasers of fed- 
erally produced hydroelectric power, and in the fiscal year ending July 1, 1952, 
all local public agencies purchased 17,590 million kilowatt-hours from various 
Federal power marketing agencies. This represented some 37.3 percent of all 
power sold by the Federal Government. 

We are therefore concerned about S. 3434 not only because of the effect it 
would have upon the price at which such power would be sold, but also because 
it would affect the economic feasibility of construction of dams in the future 
by the Federal Government 

S. 3434, introduced by Senator John W. Bricker in the 88d Congress, 2d ses- 
sion, is entitled “A bill to amend section 10 (f) of the Federal Power Act, to 
provide that charges shall be paid by Federal power projects which are bene- 
fited by stream improvements constructed by other parties, the payment to be 
determined in the same manner as for charges to be paid by non-Federal inter- 
ests, and for other purposes.” 

The present language of section 10 (f) of the Federal Power Act (16 U. 8. C. 
803 (f)) provides that when licensees are benefited by reservoir or other head- 
water improvements constructed by other parties, including the United States, 
they shall reimburse the owner of the improvement for such part of the annual 
charges for interest, maintenance, and depreciation thereon as the Federal 
Power Commission may deem equitable. In 1935, section 10 (f) was amended 
to provide for the reimbursement for headwater benefits by nonlicensees under 

‘ircumstances 

The proponents of S. 3434 have sought to justify the bill on the basis that 
the Federal Government should be required to make payments similar to those 
made by other licensees of hydroelectric projects when Federal projects derive 
benefits from an upstream developer. Upon its face such a proposition would 
appear to have some basis in equity, yet there are fundamental distinctions 
between the types of operations involved which do not justify the adoption of 
the proposals set forth in S. 3434. 

The present provisions of section 10 (f) of the Federal Power Act have been 
in force since 1920, when Congress enacted the Federal Power Act. The au- 
thority granted to the Federal Power Commission under that act to issue li- 
censes to States, municipalities, cooperatives, private power companies, and 
others, stems from the principle that ownership of the water resources of nav- 
igable streams rests with the people of the United States, and that those re- 
sources, therefore, are subject to the jurisdiction of the Congress under the 
commerce clause of the Constitution 

When private groups or individuals are granted licenses permitting them to 
utilize these resources, it is with the understanding that conditions which may 
be imposed by the terms of the license are imposed in the public interest and 
for the benefit of the people generally. 

Under the terms of the bill, Federal projects which are to be constructed, as 
well as those already in existence, will be required to pay annual charges to the 
owner of a headwater facility, where the construction, operation, or mainte- 
nance of that facility benefits the Federal project. These annual charges are 
to be determined by the Federal Power Commission, after a hearing, in accord- 
ance with a formula set forth in section 31 (a) of the proposed legislation. 

Private licensees, whose operations have included the construction of up- 
stream facilities which have benefited or will benefit Federal downstream proj- 
ects, have in the past 30 years regarded the furnishing of any such benefit as 
a condition upon which the license was granted. To now provide that the pri- 
vate licensee shall be reimbursed for these benefits will mean nothing more than 
granting a windfall which was never anticipated, and which was never taken 
into account when costs of operations and rate schedules were determined. It 
will also mean an increase in the cost of generating power at existing federally 
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owned projects and a decrease in the cost of generating power at privately 
owned projects. This will naturally have the effect of increasing the rates for 
publicly generated power, but there is no assurance that a corresponding reduc- 
tion in the rates charged by private power producers will be forthcoming. 

The General Counsel of the Federal Power Commission, testifying before 
the Senate Committee on Interstate and Foreign Commerce, with respect to 
S. 3434 stated: 

“The primary purpose of section 10 (f) is to spread part of the cost of head- 
water improvements. One of the keystones upon which the Federal Power Act 
licensing provisions are drawn is that water resources subject to Federal 
jurisdiction may be developed by non-Federal interests only if their proposals 
are best adapted to comprehensive plans for river improvement.” 

Just what criteria will be established for projects which may be licensed in 
the future to construct, maintain, and operate upstream reservoirs or water- 
use facilities is not made clear, but it is conceivable that facilities will be con- 
structed which, were it not for payments to the licensee for benefits provided to 
downstream federally operated projects, would not be economically justified. 

As to the possible effect upon Federal projects to be constructed in the future, 
the general counsel of the Federal Power Commission testified : 

“Under this bill, the power costs of a few Federal projects would include the 
headwater benefit charges which are now borne by other power consumers. In 
thus spreading the cost of headwater improvements, the bill would assist, at 
least to this limited extent, .n securing comprehensive development of water 
resources,” 

The language of the bill, set forth in section 31 (b), obligates the United States 
to reimburse upstream developers for any benefits accruing to Federal hydro- 
electric power projects which will be constructed in the future as well as those 
already in operation. Just how the comprehensive development of water re- 
sources can be secured by the existence of this obligation on the part of Federal 
projects to reimburse upstream developers for benefits which must later be deter- 
mined is not made clear, Certainly any projected plans for comprehensive Fed- 
eral development of potential power sites would have to include possible increases 
in the cost of generating power at those sites as a result of subsequent construc- 
tion, operation, and maintenance of upstream benefits. 

There has been, since section (f) was enacted, only one instance, according to 
the testimony of the general counsel of the Federal Power Commission, in which 
the Commission has made a final determination of annual payments which should 
be made by a licensee to an upstream developer for headwater improvements, but 
other studies have been initiated in at least one great river basin where large 
Federal dams are in operation. How the formula set forth in the bill would apply, 
in the event that many Federal and non-Federal upriver projects were involved, 
each providing upstream benefits for at least one other, and possibly several, is 
not spelled out, and there has been no testimony given before the committee on 
this point. It would be fair to anticipate, however, that the cost of making these 
determinations each 5 years, as provided in the legislation, might result in a very 
sizable increase in the Federal Power Commission's costs of administering the 
Federal Power Act. 

The American Public Power Association takes the position that at the present 
time there is no vital need for changing the provisions of the Federal Power Act 
which apply to reimbursement for upstream benefits. Those licensees presently 
operating reservoirs or water-use facilities which directly or indirectly benefit a 
federally operated project are providing such benefits as a condition which was 
present or contemplated when licensed, and fully taken into account when costs 
of operations were determined. These costs are, of course, reflected in the rates 
to consumers, and in the profits retained by the operator. 

Further, 8. 3434 would thrust upon the Federal Power Commission a myriad of 
additional duties, in line with administrative requirements for carrying out the 
provisions of the law, which could only increase the present costs of operation. 
This factor should certainly be fully considered prior to any change in the exist- 
ing law. 

In addition, it should be pointed out that existing procedures, authorizing the 
accelerated amortization of costs of construction, have allowed private utility 
operators to benefit by many millions of dollars, and the cost of these benefits has 
been borne by the taxpayer generally. A further subsidy, such as that contem- 
plated by S. 8434, which would seemingly help to defray not only the cost of 
construction, but of operation as well, is impossible of justification. 
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